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. for Use of Units

»
&

Inflation and cconomic uncertainty have wrought havoc with many family budgets.

A majority ot consumers have difficulty making ends meet. Personal and family
tinancial secudity, a goal for many Americans, seems harder and harder to achieve.
Many consumers do not plan their finances and do not realize that strategies

need to be updated fro time jto time to adjust to changing life-styles, age, income
situations, and family structure.throughout life. Many consumers do not make the
most use of their ¢redit, insurance, and 'saving dollars.\ Others are not familiar
with legislation protecting them. Mdny people feel oii of control and do not
communiciate enough with other family members about fimfincial matters or do not
share adequately in decisionmaking. ' '

»

This home-study course (self-study program) has been developed fo provide basic,
comprehensive information on budgeting, credit, insurance, the financial .aspects
of housing, and saving and investing. Each unit was planned and designed as a
self-contained learning Rgckugo consisting of fact sheets and quizzes{

It should be noted that constant .cconomic -change and new legislation will require
that the information provsggg in the fact sheets be Epdated periodically. |

Efforts were made to make the information contained herein general enough to
cover a-wide geographic region. However, because of the diversity of state
laws and.interest rates across the country, this was not possible, so emphasis
was plaed on information relating to New Jersey.

e

1. The fo{lowing is @ summary of the various units in this publicatipn. .

UNIT I - FINANCIAL PLANNING

. Y . . '
How to set guidelines for personal and family spending, how to plan a
budget, how to take-financial inventory and determinc your-net worth.

UNLT IT - COPING WITH CREDIT

’ ' s
The different forms of credit, how to establish a credit rating, how to
handle debt, buying a car on credit, how credit laws protect you as a

cHnsymer. X
-

UNIT IILI - PLANNING FOR PROTECTION: LIFE INSURANCE

The basic types of insurance policies, how to choose a policy that matchee_
your needs, provisions for extra protection and settlement options. :

UNIT IV - FINANCIAL ASPECTS OF HOUSING

Factors in buying a house, pros and cons.of buying a house, considerihg
/ the costs, the purchase agreement and the role of the lawyer, closing

costs and legal fees, alternative housing options, homeowner's insurance,
types .of mortgages and how to understand them.

. s . '-'

’

8 - '
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Outline and Instructions for Use of.Units | B Page 2
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‘a quiz with retu{f envelope

L}

UNIT V - MAKING YOUR MONEY GROW - : '

' " . «

How and how much to save, establishlng a person )1 orvfamily savihgs plan,

different ways to save, saving versus investin , different methods of
investing, information and protection for the consumer.

lnstructions* : !

s
- . N .

Included in ‘each unit packet will be a cover let'ter, several fact sheets, and

a. Read the cover letter--it will explain what materials you should find in
the upit packet. 1Tt will also tell you what date your quiz should be
returned by. . R g

b. Read the fact sheets and any charts and supplemental mate{lals that
accompany, them. - ’

¢. Take the quiz. (You may refer to the fact sheets mwhenever necessary.)

d. Mail youf.completed quiz to us in the enclosed return envelope. .

¢., The next unit packet mailed to you will include the cerrected'quiz. If .
your quik was returned after the scheduled date, it will be sent to you
with the following packet.

wt

Recognitidn*

A certificate of achievement will be sent to those participants who complete
the five-unit course bﬂ'ahswer1ng and returning all unit quizzes.*

L)

{ .
*Appll(able only if this unit has been administered as a home-study céurse
through a County Cooperative Extension Service Office. If not, please
complete the quiz and Evaluation Questionnaire and 1Ftaln for your own
benefit and reference.

-

L J
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. o | © YOUR MONEY MATTERS
. - ’ : y

Financial Planning - UNIT I = . . FACT SHEET ¥1

-

L 3
Y -

OU g INES FOR PERSONAL AND FAMILY SPENDING

Examining personal ‘and family needs, sétting goals, communicating, and-
identifying values are the stepping stones-to efficient financial management.
But they must all be reexamined periodically since they .will change. as both
you and your financial situation chamge. .

* ( [} 3
If ydh are ready td work with your financial‘situatioa so that it will be .
able to work fbr you, take the following steps: - ' '
' ' . ‘ I \ . ' »
EXAMINE YOQUR PERSONAL'SITUATION "{

. : . 4 ' ~
Are you‘Sﬁanngng any major changes this year, e.g., changing jobs, moving,
buying a house, getting- married,-or entering the job market? "How will these
changes affect your financial needs?  Ask yourself what special requirements

: there will be this year that might put an extra financial strain on your .

> budget. Are there any special bills you.are expecting during the year? Are

-~ you planning to purchase a car? To go on vacation? Are there any major

- ] ins ancé‘pé;;knts due during the year? How is ydur credit situation? Are
the bills comihg in faseer than you are able to handle them?:

Hhen'yOu examine your situation--your personal needs--you might find 'that
major changes need to be made. If so, work to make those changes possible.

THINK ABOUT YOUR GOALS - . -

Your, 'short-term goals are the things you want to accomplish within one year
while your long-term goals are to bg,dlhievedeuring the years to follow. |,
“, - . ' [y

People who set gdhls for themselves are often more successful than those who
don't--they know where they'rg going and what they want to achieve. Commit

- yourself¥ Write down your goals and their cost, .if applicable. .Think about
how you can achieve them.

~

-
e

GOALS No. 1 |° Cost No. 2 Cost - " No. 3 Cost
SHORT- TERM L
N
LONG-TERM s

: a oL
|COMMUNICATE WITH FAMILY MEMBERS

' Other members in your family may have an influencé on f\ow money is spﬁ aﬁd/or
. D how much money comes into the family. You may have difficulty meeting your

- . ” ‘ o : v
. . n . ‘I~l ) _
o , ‘ : . ‘
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personal goal because it conflicts with the goals of other family members. _ l
Therefore, you need to openly communicate with.the other members, set
priorities, and do some compromising. ' . .o

. o » . . ’ A Y ‘ -~ - ' ' )
There is considerably less argument--both about. money and other subjects--in
families where both husband and wife share in making financial decisions.*
Communication and joint decision‘making are particularly impertant. regarding’-
. ' - . . : ‘ ‘.-.‘ : “‘ ,,,’ \‘ ’
the budget = . - setting up a-realistic savings and spemding plan |
‘ , -7 and sticking to it. : o ﬂ x
savings ? - how much to save; when to draw on it; whe keeps -
a savings account in whpse name; and how much should
be kept in a joint savings account.

consumer credit -+« how much credit to take on! where ‘to borrow, at what =, |
' - intgrest rate; who is responsible for making payment; -
whaxlimpact does the credif payment have on the B
z , total budget. ' =

N -0
These are just a few of the items which should be discussed and handled in an

open and honest way. - ~ .
+ DISCOVER WHAT INFLUENCES YOUR/FINANCIAL DECISIONS - ‘ : S ¢
Let's talk about the importance of our own value systeni as ‘an. influence on \ ' . »

our spending behavior within the family. " When you examine your personal . |
finances, think and talk about your attitudes and those of other fami}y ' -
members regarding money. Do you shop for food compulsively every day of the
week or do you'prepare a list and follow a certain budget? When you go shopping, - .
is it because of a decisi?n based ori needs or do you spend because you are bored - ‘
or wrhappy? When holiday€ arrive, do .you tend to spend more than you can really -, .
afford bechuse you want to give love in the form of gifts? ‘ &-

“a

Think about the attitudes of your family members including your parents and your
in-laws, because they certainly influence your life. The way your parents reacted |,
to_your spending behavior, how money was handled in your home when you were

young, the values ‘held in thg community where you grew up, and the people sur-
rounding'you--all‘these have an influence on how you spend. 'S ' ,

Understanding your own and your spouse's reasons’ for spending will increase .

‘your ability to handle money matters effectively.

* As found in the survey "The American Family Report" conducted by
Yankelovich, Skelly § White, 1974-5.. :

(
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'YOUR MONEY MATTERS ° e
S Financial-Planning - UNIT 1 . <. FACT SHEET #2
. = | ) . . | ° | .’
L. * BUDGET PLANNING : '
. ) * - A ¢ \

‘To achieve a’balanced bddget; take the following steps:
KNOW YOUR NET INCOME \

Khbw)and write down your net income--the amount of money that comes into the

+ whousehold after taxes, social security payments, and other items have beén

¢

.
[}

”Jcirdle all the purchases which you feel were unnecessary.

‘dedycted., :

KNOW HOW AND WHERE YOU SPEND .

P .
Go over your canceled checks, receipts, department stg’p,financial state-
ments, bank statements, etc/, and try to remember wha Your past purchases
were. i

. . |
JStart to write down all your daily expenditures. Take a.red pencil and

0

Examine your spending item by item at. least once every week or two. Decide
‘where you spend compulsively or without planning, and make necessary changes
for ‘the future. : ' ' N

koW YOUR IRREGULAR FIXED EXPENSES

- ‘ .
If you have a payment of several hundred dollars due, divide that'total by
the number of paychecks you will be receiving. ' '

It is better to put aside small 'sums of money than one large lump sum. Let's

say that your car insurance is due August Ist and is $416 for the year. If yoy
figure it in your paycheck per week, you would only need to put.aside $§8 a week .
for;this insurance ($416 + 52 = §8) and then-these $8-sums would be budgeted o
throughout? the year. The money can be put in a checking account or, better yet,

in a special savings account set aside for such purposes.

13

KNOW YOUR REGULAR FIXED EXPENSES'

Regular fixed expenses are rent or mortgage payments; insurance payments;
including automobile, life, property, health, etc., (if you set them aside

- regularly); installment payments; emergency funds; and any other fixed expenses

you have. One good way of dealing with all expenditures is to calculate them
per paycheck period, though some people prefermge do it on a monthly basis.

.. s

Sy
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| ¥NOW YOUR FLEXIBLE EXPENDITURES : |
. N . . \' "\

. Flexible éxpénditures'inélude food exﬁenses;/household supplies, fhcluding’

' repairs ‘and maintenance; clothing and personal expenditures; medical and

' dental costs; spending for recreation; transportation costs; utility charges;

any charge account payments you haye to make; etc. s

The following is a helpful tip regarding flexible expenditures: hobbies,
sports, and entertaipment can cause large expanditures. These items might
not have to be paid for*all at one time. You might want to plan for your
vacation over the whole year and again divide it by the number of paychecks
as we did befode with the car insurance payment. This way it can be carried
‘as a "‘regular" expense. . '

oA ..Once you have written down all your fixed and flexible expenses, deduct them
from your net income. What you have left are the monies you can put aside
for savings or investments to meet future goals, or for any other personal
goal you may have. . | ‘
Net income (take-home pay) $
Less total expenditures (fixed and flexible) S
" Money to do with as you pl€ase (save, spend, etc.)
~

By taking.the steps abov®, you can make sure that you,wiil manage your money )
instead of letting the bills manage you. % . ‘

- . TIPS FOR BUDGET PLANNING

Using Checks

Pay most df your bills by check. This will help you kepp better track.
L\\&_ of your expenditures. ' _ '

Write down the purpose of each check. Add an asterisk (*) if you think
that the amount might qualify as .a tax deduction at the end of the year.

4

Identify on the check the category into which this expense falls--.
for example, education, business, church, contribution, child care, o
~ intersis_ggﬁgion of a loan or' ctfedit. N . .

N Keep checks returned by mail in two different envelopes. One envelope
e ’ will hold information for general reference and record-keeping purposes.
a o The second envelope will hold those checks that are related to tax
— v deductions. In this second envelope, also keep track of those expendi-
. tures for which you don't have a check. You do this by eﬂflosing a
receipt, slip of paper, etc.
} AR

-
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tch Your Daily Spending

y people have found that\h simple sheet of paper, where ope can

) wriite down day-to-day spending, helps to keep control over expenses.

. Many times we spend $1,50) $1, S0¢, or smaller amounts of money and we
don't even realize jt. If we keep a record of our spending, it makes

o us aware of the leaks in our budget, and the habits we may wish to- change.

Kedp in mind that the nodern way to budget.is not just bookkeeping and
record keeping and should not be considered a difficult chore or a -
nuisance. The modern way to budget is to program your dollars. accord-
ing N your own preferences and needs.

Be awane that you are Lonstantly confronted w1th choices which require
you to make decisions. Be also aware that once. you allocate funds for one
item, yoi may have to do without something else. For example, a vacation
or a piece of furniture will pot only cost you dollars, but may force you
to postpone the purchase of a car.

Chart Your Financiqﬁ Course:;,ﬂntic@pate Expenditurquand Incomjng Bills

A budget plan will serve you better if you're able to anticipate expendi-
tures--especially if these expenditures are payments that occur at
irregular intervals during the year, or credxt card payments that are
‘ : due at different times of the year.

Examples of anticipated expenditures are insurance (due August’ and

January), tuition (due August and December), air conditioner repair (due

next summer), Federal Income Tax (due April 15), magazine subscrlptlons,
L club dues, and vacations.

Table 1 - (page 4) will help ‘you analyze your anticipated expenditures for
the next 12 monthb and give you a clear.picture of how your payments are

» distributed.’ First, determine the monthly expenses for an item and enter
them in the appropriate ‘columns. Add horizontally the monthly éxpenses
to find out the yearly expense. By dividing this yearly total by 12, you
w111 get the average monthly expense for this particular item.

'Next, verttcally add up all your monthly expenses to determine your

total .anticipated expenditures per month. Then horizontally add up these

‘monthly totals, divide them by 12, and you will have the average antici-
pated expenditure per month.

 - | ‘ "A>bill reminder (page 5) is another useful tool in budgeting. It serves

- ‘ as a record of your unpaid bills as well as a checklist of payments and
outstanding balances e

" Table 2 is a bill ‘reminder that you can fill out and save. If used
regularly, it will keep you up-to-date on all your bills.

Iue -
Vi ’

Lo
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R *Add **vande by 12
¢ 1, - monthly for average
. y  figures monthly amount’
Item Jan. Feb. %br. Apr. May June ;Jqu Aug. Sept. Oct. Nov. Dec.
. . [
Vacation A $500 ' | $100 || $600 $50
- AP | ™ "
. - N “KL \
& '
- ~ \x S
j + f’( " A3
a . ‘( X
\ -
QL A e y
S ‘
) o )
Total S v \\ N A , | , ] v : .
Am?unts %?7 .
" Example

\

Directions:

. TABLE 1

i

For Pact Sheet #2

\ Antic{pated Famd 1y Expenditures Within the Next 12 Months

Fill in the amounts of anticipated expcnditures below as best you cnh

. )

" Page 4

)

[]

An example is provxigd

* $500 + $100 = $600

** $600 + 12 = $50

/

- The $50 is the monthly amoun't needed to be set aside.
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TABLE 2

A\ d

_For ‘;ct Sheet #2

o Page 5
Bill Reminder )
N -
DIRECTIONS: Fill in the informatxon on bills the day they grrlve and when payments are made. . Always
1nclude anpaid balance if applicable. ' N
- ¢ : DATE ,
DATE ) : ' AMOUNT OF PAYMENT RATE.  AMOUNT NEW UNPAID _ :
RECEIVED TYPE OF BILL TOTAL BILL *  DUE PAID PAID BALANCE* c’ COMMENTS
“ ’ . & T
. : . .
AN . v
(
I - - -t
) ® .
2\
’ , P ' A
. :
: : S - —&
D .
\ i
* Amount of total bill minus amount paid
- : 1 &5 ’ ) l‘\;
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~ PROGRAMMING'MY §'s . | o o
\ \ . ‘ ' 1, \>\ * . ¢ A » - -
Budgeting means programming your $'s, 'This means hevﬁnj contiol’over.your. '
expenditures by: :

Reviewing ‘past spending pefiodically I
Recording expenditures each pay period 4 ) .
Projecting future spénding.

Here's what you should do:

‘Step 1. Before you program your dollars, write down your g'als. Be- very specific.

((V this year, ‘car next year.) Includé all family members in the dis-
cussion. Find dut how they think the income should be allocated. .
Individual members are usually surprised at the other members' .choices
and preferences. Writing down goals and discussing them will help each
member understand and tolerate the de51res of the others.

Step 2. List your day-t6-day expenses—-espec1ally if you feel your financial
situation does not allow you to live up to your expectations. (See
checklist of day-to-day expenses )

Step 3. Start with your net income (take- home pay) and deduct all flxed expenses
you incur under your current standard of 1iving. The amount you have left
over is what you have to live on. If you cannét, meke ends meet, then you
would have to lower your fixed expenses or supplement your income

, . Y

T

One purpose of setting up a budget plan is to meet individual or famlly goals and -
needs. Write down your current, and ‘anticipated monthly expenses .on the following
list as they fit your spending pattern and your situation and needs: -Using this -_
checklist will help you identify your personal expenditures and analyze your

"spending pattern for comparison with past and future expenses.- You can also make

a copy of this chart, include it in a three-ring binder, and use it to compare
current monthly flgures with past expenditures. Savings can -result if you cut
down on youir flexible expenses,

!




'Pact Sheet #2

Qg”‘ | e
w,\\\\\

CHECKLIST OF DAY-TO-DAY OR- MONTHLY EXPENSES *

(including what you set asrde for savings

R4

“Rent or mortgage payment
Property taxas insurance
Fuel (heat). - -
Gas § electric
Water, sewer § garbage
Maintenance and repair
Other -

-

Groceries, other fbodfﬁﬁpp11es
Meals .
School lunches, bu51ness Tunches
Milk -

Bakery or delivered goods

Other

CLOTHING:

‘
~

Normal needs of all members of fam11y
or self '

School clothes"offlce-clothes

Seasonal .

Laundry § dry cleaning § repa1r

Special events, sports clothes

Other ®

HOUSEHOLD EXPE
. AND SUPPLIES:

NSES

Cable TV

Tools

Regular repairs
Towels, linens, etc.
Cleaning supplles
Telephone

.Other =~

TRANSPORTATION:

Gas § bi1
Auto repairs, tires .
Automobile insurance, 11cense fee,
\ inspection, etc.
. Public transportation, park1ng
R Other wL



N
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Fiact Sheet #2

Page 2 of Checklist of Day-to-bay or Monthly-ﬂxpons;s y

L)

’

» -

. MEDICAL:

s B

Doctor ] 4
Dentist O .
Prescriptions § drugs

Glasses :

Insurance: .

. Other. .

, ' PERSONAL EXPENSES:"

L)

Self, e.g., clgarettes

‘Spouse, e.g., tobacco, office-related
ejpenses /

Children: school costs, allowance, etc.

Beauty carg,ytoiletries

Recreation( (vacation, sports)

Hobbies, pets, gifts, music lessons, etc.

Movies, plays

Home and other entertainment

Other

MISCELLANEOUS:

Newspapers, magazines, record clubs, other

Organizations (union fees, dues, clubs,
other) -

Gifts (birthday, Christmas, other) .

Equipment - ' W

Lessons 3 v

Babysitting o

Alimony/child support

Alcohol, other beverages

Social Security .

Income tax, other

Other

Y
2

- EDUCATION:

L

Tuition u
‘Books : .
-Supplies :
Magazines

Lessons

Equipment

Other

DONATIONS:

Church
All other




3 ‘ " . . * | /:
: . . Fact Sheeqg #2 | . ‘ ‘
Page 3 of Checklist of Day-to-Day or Monthly Expenses

.' | g . 'Qi.'i |

.

"« TNSURANCE : R . = —
L, i : Life . Insurance, health, hospitallization
| e . Retirement fund
4 - Other : [
X SAVINGS : . ' g "
[ . §. '
. \ .
. @
DQ, .

\

*Adapted from the Madison Consumer Credit Counseling Service's Forum
on Budgeting, Madison, Wisconsin. : -
w.

o
v

. N\
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Fact Sheet #2 | ‘j, , .. ‘10,
| o ‘ PROGRAMMING MY §'s
. ' »~ o ' Setting up a y'early or mént,hlyg_b\udget
This chart is an additional tool which ca#_%id you in setting up a yearly‘or monthly budget. Your budget is a

personal guideline for 1BFnding. By organizing your expenses ‘into categories, you can be on your way to
'programming your $'s.'

1.

@i exeenormures now . . L L . -

)

TOTAL INCOME -\

" (salary, wages, interest,

dividends, social I
security, and other)

Less all withholdings

(See (a) on next page) ‘ N
TAKE-HOME PAY

FIXED EXPENSES (b)
Rent or mortgage payments
Insurance payments:

.~ Automobile
LLife
Property \
Health, hospitalization

Installment payments (c)
Emergengy fund (d) ' S
Any other (e.g. Food stamps) v

e

FLEXIBLE EXPENSES (e)
Food (f) .

Household supplies
(repairs, maintenance)

Clothing and personal

Medical, dental costs

Recreation (g)

Other (h)

Cost of transportation(i)

4

Utilities (j)

Other charge accounts (k)

Any other (See checklist)

' °'." ../

3. TAKE-HOME PAY $

Less TOTAL
EXPENDITURES  § )

AMOUNT WHICH CAN BE

SET ASIDE FOR SAVINGS,
REALIZATION OF FUTURE .
GOALS, INVESTMENTS, °

OR JUST FOR "'FUN".

m / /

.

GOALS MY

Short-term:

.

Long-term:

v

"MANAGE YOUR MONEY INSTEAD OF LETTING

THE BILLS MANAGE YOU...THE GHOICE IS YOURS.

® .
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Fact Sheet #2 | . L | LS
. . NOTES ON "PROGRAMMING MY §'s" | ' ]

(aY Income tax, social security, hospital- insurance, credit/union withholdings,

union dyes, and any other automatic deduction from wage or salary. . -

¢hb]  Total all known fixed expenscs that you will incur over the next year. Divide
the ‘tofal into the number of paychecks you will be receciving. 1It's better to
\ allocate small sums than one large lump sum to pay for the expense. Example:
' Car insurance is due August 15--put aside $8 per week for the insurance rather
than pay $416 at one time. -
(¢} When you take on an installment debt, you sign a contract. This is a legal
. «document and is binding. The installment payments are then fixed expenses.
The amounts are predetermined in size and date.

(d)- Emergency fund is listed under fixed expenses as a measure of protection s
that you have something to fall back on in case a need arises unexpectedfy.

(e¢) Calculate tor cach paycheck period or per manth or year. :

(£) It you pyrchase topd stamps, Lut the exact amount under fixed expenses.
Only additional cash out'lay is recorded under flexible expenses,

(8) Hobbies, sports, entertainment, vacation), ctc. You might want to divide the
moncy planted for your viacation over the whole year and carry it as a regular o
‘ rather than flexible expense. S :

(h)_'Socinl aobligations, gifts, charities, repaifs, maintenance, church, Christmas
¢lub, vacation club, ctc. . ] ) :

. . . >. . . * -
(1) Include car, bus or train, license, registration, gasoline (cash or credit),
> -~ and auto maintenance. g : , ‘ . .

(i) Telephone, gas, electricity, heat, water.

(K) . Whether you use c¢redit cards or %uy on a regular 30-day charge account or
revolving charge account, you can adjust the payments more or-less as they fit
into your budget. ' Include the payments you want tp make in your flexible
expenses under the corresponding item--children's-outfits under clothing;

. gasolipe under transportation. I[f you prefer, combine all charge accounts
' and list under (k). oo -
. . . s .

(1) Treat yourself to an evening out, buying something that you have wanted for
a long time, etc. ' o : S '

I’ . . . Lt .
‘ X " 1',1 :

“ N .
By » ~

NG
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: S " YOUR MONEY MATTERS

" STEPS INWAKING FINANCIAL INVENTORY °

—

+ Financial Planning - UNIT I | FACT SHEET ¥3

L 4

TAKING FINANCIAL INVENTORY

¢ - .
4 R . L™

'HOW MUCH AM I WORTH? | \ L :

4

Taking financial inventory means determining how much you are worth in dellars s

and cents. It means calculating your financial net worth. This is a simple
pypcedure which can bring you great benefits if followed regularly. It is a

good idea'to calculate your net worth once a year, or more often if your personal
situation should change. ' ) ‘

- ' ! -

One benefit of going through‘these calculations is that you wil) have an-exact

picture #f your financial situatign at a particular point in time (e.g., December
31 df a given year). This gives you a means of comparisonr for the next year.
Thi$ comparison will help you in making major personal.decisions not only in.
relation to personal and financial management, but in relation to long-term™,
pqisonal and career goals. ) : ‘ i o

Anothex benefit of going through this procedure regularly is that you will have
records’' of proof for insurance claim purposes; if you ever need them, and evidence
of your assets at the time of their purchase. It is considered-a good idea to
save receipts, and to take pictures of all your valuables. Keep them with your
annual financial net worth statement in a safe place. PR

A third benefit is that banks and lending institutions may require a ffhancial net
worth Statement before loans are given. If you take your financial inventory and
have this information readily available, it.will be much easier for you to get a
personal' loan or a mortgage for a house. :

&

N -

Liquid Assets (That which can ‘be readily converted into cash)

Take out your checkbook, your savings book, and a pencil and paper. Write down

‘the monies you have right now in your checking account and in your various savings
" . accounts. Do you own any stocks or mutual fund shares, or U.S. Government savings
bonds Series E? -These assets should also be listed here. All of these assets are

liquid, which means that they can be readily converted into cash. (See also the‘

~ section entitled "My Liquid Assets" in the supplement.)

Other Assets (Possessions of value)

- Also of value are the things around you--furniture, rugs, stereo system, radio,

L]

photographic and other equipment, paintings, jewelry or furs, etc.

K} ’

P.-

2]
a4

R4

A N

¥
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Fact Sheet #3 T | ‘ [\ U R

. ’ . ’ ,
It doesn't matter what you pﬁid for them sevéral years ago because: thése values

have since changed. You need to do a little comparison shopping to come up with

- their market value. ' Market value is tle price you could get for those items if ?

you were to sell them today. Don't forget your cat and ycur.house,‘if'youoown
one. They have a market value, too. Write down the value of all the items that
you own. .

L
2

‘Liabilities (That which you owe) | .

Now make a list of your liabilities--everything you owe. You have short-term
liab:‘:tios~-those bills that you must pay right now (e.g., phone, dentist,
department-store); intermediate-term. liabilities;, which must be paid%lifhin a year
to 18 months (e.g., photography equipment for a darkroom, typewriter); and long-
term liabilities, which must be paid over a number of years ‘(e.g., installment
‘credit you have outstanding on furniture, car loan payments you have to make to the

bank, the mortgage on your house). R

Net Worth, (How much you are worth financially)

. Now that you have written down all your assets and all your liabilities, subtract

what you owe from what you own. The gmount that you come up wPth is your financial
net worth at a particular point in time. ‘ This statement or form is also called a
personal balance sheet. " ’

. ! :
& [ X [ I

The special value of this exercise for any individual or, family is that it provides
a tool (a personal. balance sheet).with which to compare bne's financial situation
from &ge year to another. If your financial net'worth does not increase from year
to year as you would like it to, look into the situation and see why. Have your
liabilities. increased more than you realized? 'You may have stjrted to deplete
your savings and may not have been aware of the situation. Y nbﬁ\have a tool to
get a handle on your total financial situation, and manage your money matters more
efficiently. ’ ' g ‘

Make a copy of the form "Your Financial Inventory" (next page); then take your .
.financial inventory and calculate your net worth. Next, daté. the document and
keep the copy in a safe place. Also, attach otographed receipts of valuable
items--furniture, jewelry, etc.--if you can./ Compare this inventory with next
year's inventegy to see how you fare. ‘ .

a

| .

{
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" YOUR FINANCIAL INVENTORY

‘ A g(eneral practice for business, educational, and other organizations is to -
complete an annual balance sheet and to conduct.a regular inventory. They.dp .
this to check on their financial status and on progress made (or loss incurred) C
during the preceding year. ‘ " ‘
Individuals and'fmmilies should consider fhcmselves as-economic units and should

also include such an examination in their "annual checkups."
.

-

{ YOUR ASSETS
— : y : I . . T -
‘ Key: . ‘ ¢ Value  {Value 1 *Value 2
©o (a)e- balance (¢) "= cash surrender Today Year Later | Years Later
. (b) - market value ‘value CoL )
« (d) « current redemption Date . | Date Date

———— ——
i

. value , .

=Y

WHAT ‘DO T OWN? . )
. My Liquid Assets (readily convertible to cash)-q
Cash '
Bank Accunts: . , A .
Checking (a)- ‘ . , . : d
Savings (a) ) ' S ' s
Savings bonds (d) - . , -~ ¢

F Life insurapce (d) v o

. : \£Md$ D M §

. " Government (b), Municipal (b) . »

' ’ Corporate (b) ' 8 *
Stocks (b),” Mutual funds (b) _ :
Miscellaneous: ' ‘ 0 ‘ / .

Prepaid taxes ) ‘ - . ]
Prepaid insurance '
Other (gold bullion, silver bullion)

My Other-Assets-- . ‘ ' : T

- Cash value of company retirement find ‘ .“ ‘ }\

(belongs to you whether you stay d ) . ’

with company -or not) T ? '
Cash value of 'private pension plan N
Cash value of profit-sharing plan ‘ : . ~
Home (b) . ) - '
Other real estate (b) —(c;__\\

Vacation property ' ‘
-Cars (b) ,
Personal property (b) ‘ : ,

silverware, jewelry, furgiture,

large appliances \\
Other personal property '(b)

. Stamp collection, coin collection
Real estate held for income (b) .
Investment in antiques, art collection ‘ .

. Debts others owe you L A . . w :

: . Other ~ " ' .

/ , | . ‘ L.

L 4

0 Total Assets Co. r _ . .




A © YOUR LIABILITIES o .

\ 1 Year ‘2 Years ' ‘
o : 5 Later Later ' .

" o . ' ‘Date Date . Date 3 ..

WHAT DO I OWE? | , o - L o
My Liabilities (dobts)-- ‘ : , ‘ S )
Current debts ) ' :
charge accounts, credit cards : ' L (
" real estate taxes, persornal taxes due .o . '
.Installment debts (balance due) on
' furniture, TV, appliances, car, etc.
! Mortgage debts (home and other real ¢
) ' estate).
Miscellaneous (loan on life insurance : e
policy, small business loan due, etc.) ' . : o
Other debts : ‘ .
) . . . . l ) . ‘ €

[
&

Total Liabilities .
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: . . . T ‘.\~ - . .. ' . . . S ‘ .
- ‘ . A . | .
g . E ' YOUR NET WORTH - :
., [N ‘ ( ‘ . ‘ l ‘ ‘ o . .
(; . . . . . .. l « &
L X How Much Am I Worth? . T . ) o “
Net worth equals total assets ) Total Assets , e
minus total liabilities SR -, Total Liabilities .o ) . '
. ] , 'R N
Lo X '
* o L - »QT NORTH-
. v ; : . . t R
‘ ‘ ' . . < /
kY - ﬁ
4
This is a ér;retirenent checklist: . ° B | , .
1 . § L R §
. s s . . ¢ ’ .
- List your expected income after retirement: Extra protection in case of death
. » . ¢ . N . .
A . income from social seturity* - . face value of 1life insurance policies
SN . company retirement benefits . ! . remember, if there is a loan on the
’> fncome from annuities, rents ‘ poljicy outstanding, the amount of the .
income from savings | loan should be deducted from the face
- : o ¢ * + value of the policy .
] Total per month - , . socia% security payments to qualified
. : : : survivors** . *
in R . Iv v
\( L | Disgbiiity protection: i ‘ . \ ’ Other - ’ //
private disability' insurance 4 N .
.- social security disability . : S L : v
payments (including SSI)** .
’ *For informatioh on social security, check personally with your local office. Soc{ay security ulations are -
. couplex.and each case is'different. This includes the Supplemental Security Income (SSI), which is now available
. .to those’who qualify (&er 65, disabled, blind, with limited resources, etc.). : ‘ 5
**You can also check your social security record and request a statement of your earnings. . . ,
o 31 oo | R ' ' | L ’ ' o ' E BN 32




_This quiz covers Fact Sheets 1, 2, and 3-of Unit'I -- Financial Planning.

' N .. &
*

. QUIZ FOR UNIT I -- FINANCIAL PLANNING

Dear Friend, - : - \ e \
. o .
. R . ? ) -
Afterfreading the fact sheets, you are ready to tomplete the quiz. Feel free

to refer to your fact sheets whenever necessary. quase follow the quiz _ (“
instructions and return the quiz in the return envelope.* -

“ . -

. Name

o - - Address _

) ‘ - s ' ‘ ) 2ip

Instructions: ‘ . .
«
v

This quiz contains two types of questions, true-false and multiple choice. .
True-false: Circle "T" if the statement is true an&t"F" if the statement
‘ is false. . , :
Multiple choice: Select the best possible answern and write the corresponding
letter in the blank provided. ~

*

<

1) _ Which of the following may influerce your financial decisions?
‘ a. parents' attitudes d. your children's needs
b. your mood < . our decision té change jobs
c. your spouse's goals f. all of the above ,

€

~2)' T F Before setting up a budget, you should understand family values, think

6) T

. about your goals, examine your personal sjtuation, and communicate with
other family members, if applicable. o

3) T F One purpose of‘setting up a budget plan is to meet individual and/or
. family goals and needs. :

-

4) T F Net income is 'all the money that you earn before taxes and other deductions
are subtracted. o . 1§

S) T F Paxéng bills by check can. be a Qelpfnldtool forfrecord-keeping purposes.

3

One way to meet laxge irregular' payments, such as car insurance, is to

break down the large sums into small sume which can be sqt aside until
the payment is due. :

7) T F Rent or nortgage payment is.considered a flexible.expense. o




-

8) T F._ L#quid assets are eesily converted 1nt6 ‘cash within a short period

of time.
9) Financial net worth is: ' “ ' ~ *
! . - ’ c ‘ ‘ ' ' .
~a. ‘total assets minus total liabilities
" b. _1iquid assets minus other assets.- ‘
c. original price minus market value
d. linbilities minus liquid assets
. 10) . It is possible to control your money rather than having your money
control you by: . | . . a
a. taking financinl inventory | A ‘
‘L, b. understanding 1nd1vidual and/or family values, goals, needs and \
priorities -
‘s C. developing a workable budget ' :
N d. all of the above
, N

v
‘

We would appreciate the fofloqint information to help us improve our seryize:

) " Have you used ‘or shayed gny of this information from the fact sheets or ‘
do you plan to do,so?* - A
t . ' A’ " _ '
. . _ Yes : - No . -
If yeé or no, please explain. . S N
., _
(N
/
1

v

'Applicable only if this unit tl‘ been administered through a County Cooperative'
Extension office. If not, pl
benefit and reference.

i

ase complote the quiz and retain for your.own
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Denise M. Matejic, Associate Specialist in Family Resource Managément,
Department of Home Economics. Cooperative Extension Sarvice, Cook College.
Rutgers University, N J . S '
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\\ September 1979 '
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' ‘ o YOUR MONEY MATTERS
' Coping With Credit - UNIT II . FACT SHEET ¥4

K

' WHAT IS THIS PRIVILEGE CALLED CREDIT?

WHAT IS CREDIT?

Credit -is defined by the dictionary as."belief; confidence; trustworthiness.'

Credit is a privilege for those who are willing to assume the responsibilities it

carries. Buying on credit enables people to have what they want when they want
 it, even if they do not have the chh'on hand. L

" But credit can be a ﬁixed'blesSing‘ Impulse buying or the ease of saying "charge
it" can get the best of you, creating a buying habit that gets out of hand and
generates many bi'lls. , : ' s

How you spend money and how many credit cards you use is your personal decision.
Analyze your personal or family needs realistically. Scrutinize them and set
priorities. Make an overall financial plan that is tailored to your circumstances.

Consider your credit situation when you devise an overall savings and spending plan.A
& How much credit (debt) you can safely assume will depend on: . .
. -+ The size of your family--its medical, clothing, food, housing, and ‘school
» expenses. . o .

The stability’of'youf job--whether it is secure or ngf.
The size ofiyour‘income.

. Whether.additionaf‘payments‘will fit into your overall budget and still " - _-
// leave some cushion for an emergency--consider housing, transportation, :
insurance, current debt, and other financial obligations you may have.

“ ;

)
There is a rule of thumb which says:‘)

Consumers should not have more than 20% of their take-home_pay ‘outstanding in
consumer credit (not counting home mortgages). Some say not more than 10-15%
should be outstanding, and this amount should be repayable within 24 .months. Nowa- =
.days this wil%}f;; always be possible, especially in the case of car loans. But

‘the g‘.del{ne should at least be considered. ‘ .

B,

TIPS:

Do not use credit if you are already fin@ing it hard to pay your bills. at
the beginning of each manth. If you find yourself making payments on your
mortgage later and_}ater every. month, taking on more debt is not for you.

4

4 ¢
1 -
B [ .
'
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Fact Sheet #4 ' . ' | ‘ _2.

Try to have three months' sxlary in the bank to fall back on shquld you
need it. Remember that when you buy on credit, you have to pay finance
charges (interest) fog the privilege of buying now and paying later

- -
WHAT PAYMENT OPTIONS ARE AVAILABLE? p )

C

Paying»Cash -

There are certain obvious advantages to paying cash. The price is paid in
full at the time of the puréhase, there is no need to keep up with monthly
payments. With cash and carry, there are no furthe ntracts to comply with.
) . The buyer does not have any finance charge or intefest added to the purchase

: price. This can be quite & saving in the long run. Also, the goods are
yours and you don't owe, anyone anything. : )

Three disadvantages might be that you have to pay the total price all at
--— once. This is fine if you can afford it. You might have some difficulty

exchanging or returning merchandise, but it is possibie to do so in some

cases. Finally, the seller might feel less inclined to service cash

customers. in an efficient way. X ‘ ( ‘ %
; Use of cash is determined 8& your budget, and how you prefer to save and
‘ spénd .
. ¥ 4 - . .
L~ Bujli on Credit - , ' ‘

What are the Advantaées of Buying on Credit?

Buying on credit can be a form of forced savings. An individual or
family may find it easier to pay off a debt in regular amounts than to
save the money first and then make the purchase. Because of the high
. . cost of credit, this may may not be the ideal way of managing one's
o« resohrces, but it's better than overspending and‘not saving anything.
Lharge accounts and credit cards are convenient. There's no need to ~
carry large amounts of cash, : : .

Buying on credit gives you the use and, in some cases, the ownership,
_of gpods or services for which you cannot afford to pay on the spof You
“may need or“want the item now but lack the necessary Funds.

What Are Some Dr;advantages of Buying on Credit?

. -You may be tempted to buy more than you really need, just because it's
easy to say ''charge it." , : .

‘ ' .
. Hs\l, . It is easier for you to be lax in making choices, Maybe you don't need
‘ ~a color TV, 'and it's really too expensive, but because on credit it's
only $10 a week, you buy it, forgetting .to comparison shop
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Individuals or familips who habitually buy on credit often pay an
additional charge on everything they purchase--adding as much as 18 .
percent or more to the cost of the goods or services.

h 4

You may have unekbectéd needs or emergencies which will be hard to pay

for if you've tied up your money in credit payments.

COMPARE FORMS OF

CREDIT

!

Credit Cards and Charge Accounts

ot

No downpayment ts required. -

Application for basic credit is made
and, when accepted, the buyer need
only sign a receipt in-return for the
goods at the time of each purchase.
You'will be sued if you don't pay.

You then have to pay what you owe plus
court costs. .

N;%finance charge if account is paid ° -
wYthin the stipulated time after
receipt of monthly statement, (usually
30-60 days after billing date). Pay-
sment can be made in a flexible way.
Usually there is a minimum monthly
payment. In the case of a revolving
charge, there will be an initial agree-
ment between the buyer ‘and selter on

the credit ceiling (the limit up to
wwfch the consumer can charge or borrow
at\ any given time). . ; '
small consumer -
Convenient. You
amounts of cash.
take advantage of

Used for purchase of
goods and services.
need not carry large
Makes it possible to
sales.

Buyer has possession

and use of goods -
and is legal owner. -

Merchandise can usually be returned -
or exchanged easily,

. Y I ' . -

“Installpent Credit

- -,

A downpayment is usually"@quifed.

Buyer signs a closed-end, conditional
sales contract that is a binding legal
document. Nopfulfillment of any point
in the contract can result in repos-
session or a lawsuit.

Amount of each installment payment
is predetermined and included in the
contract. Usually payments are made
at regular intervals (weekly or monthly)
over a period of 12, 24 or 36 months.
Finance charge is always added to the
purchase price and will be included in
the regular payments. '

Generally used €or purchase of major'

- items, e.g., TV, furniture, car,-

appliances, etc.

Buyer has possession_and use of. goods,
but seller retaing title and is the
legal owner until the last payment is
made. ,

Merchandise cannot be returned or ex-
changed. The contract cannot be’
cancelled. N

o
ac



" Fact Shggﬁﬁvd
" - . .

- Servicing of -erchandise ‘is usﬁally

- easier for 'preferred customers'
who have charge accounts ‘or credit
cards. ‘ «

- Short-term convenience is nice.

If used carefully, it should ndt

cut too far into your future income.

-

Before you decide which form of credit to use

.
Lo \
\ 4,

/‘-\
Servicing szyaf}handise is sually
easily obt

of monthly payments due for predeter-
mined length of time.

or whether to use it ag all,)inform

yourself thoroughly about the different types of credit and the options available.
Then you can make a respoqp{ble choice that will fit within your budget.

¢

-

-

!

\ |
‘.;
Takes away from future income because
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HOW DO 1 ESTABLISH A CREDIT RATING .
AN T | o

-

v

YOU AND YOUR CREDIT RATING

Whether you are single and just stepping into the labor force, newly divorced,

~ widowed, or happily married, it is important for you to establish a good credit
rating. Later it will enable you to qualify without difficulty for a loan when
you need it most. Keep records of financial transactions and act responsibly. If
you cannot, pay a debt, speak to the lender and negotiate.

There are many places where you can apply for loans or credit--banks, small-loan’
companjes, credit unions, and retail stores--but be aware that costs vary from
place to place. Before making a final decision about applying for credit or a

" loan, shop around and decide which lender offers terms that best suit your .own
situation, : '

ESTABLISHING YOUR CREDIT RATING . 1‘

There are several ways to establish and maintain your own cfedit rating. Since
individual needs vary, you may find that some are more helpful to you than others.
-You can pick and choose one or more of the suggestions below which best apply to

S

our circumstances. .
[{

If you gre divorced, taking on respdnsibility for‘jointly ipcufred debts will
indicate that you are financially dependable. ~ \ )

Get a full-orpart-time job. After you have worked for several months, take
steps to establish a good credit rating. Be aware that you may have to be

~ employed’ for 3 to 12 months before you can qualify for a cash loan or other
types of‘credit, depending on the lender.

L

e

Open a checking account in your own nape. If you are married and have a joint

. account with your husband, open a second account under your name only.. Be sure
not” to overdraw as this information will be recorded and will adversely affect .
your credit rating. '

-

. Apply for a "ready check" or "overdraft" account with your bank in your own
name. You don't necessarily have to use it, but the fact that you have been
accepted will be recorded in your credit file and will be to your advantage
if you later need other types of credit. o,

Apply -for a single-purpose credit card (9.3;, department store, gasoline) even
if you initially need a co-signer. Latef you can mgke a change and have the
account in your own name. -

‘v
.

. ’ ‘ X ¢

. 5

. s
\
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Apply for a charge account in your name.with-a local’store. If you are married,
be. sure you.have your own account number and are not just listed by your name
under your husband's account number. Otherwise the record of your payments
will go into n}s-credit file, not yours.

Apply for a multipurpose credit card, such as American Express Carte Blanche,.
and Master Charge. Again, you don't necessarily have to use it, but the fact
that you have been accepted will be to yoyr advantage when you apply for -
other types of credit. .

Borrow cash from a bank or credit union. You will probably need a co-signer
initially. If you apply for an installment lo’ make a large downpayment
and then pay off the loan according to the terM of your contract.

Pay for the purchase 'of furniture, a car, or a major'appliaﬁce on an install-
ment plan through the dealer if you don't want (or can't get) a direct loan
from a credit union or bank. You will probably need a co-signer the first
time you apply for such credit and pay a higher interest rate, but you will be
offered convenience and service in return And the record of how you pay off
your loan will go into your credit fxle. ‘
Borrow money from a consumer f1nancp company if you need "instant'" funds or
don't qualify for a lower tost loan. These companies take greater risks

~ and usually offer faster service than do banks or credit unions, but they
must charge a higher interest rate to protect themselves. )

WHAT IS A CREDIT ANALYSIS?

The decision to'grant Oor not to grant credit and loans is based on sound credit
analysis. Your application and 1nterv1ew will fyfrnish most of the needed informa-
t1on to the lender.

i

In a credit analysis, what will be considered? (
Your personal qualifications such as character ahd reputation.
Your incomeé, which measures your ability to repay, will be checked. for: RN
Size--Can it "carry" the loan you want? o ey
\ Stability--Is your income reasonably assured and comlng from afreliable -
~ source? T e
« Your overall assets—-ln other Wbrds, what you own. K

4 + Your profe551on-*What typg.of job is it? Some are considered more "risk- prone"
than others in terms of loan delinquency and nonpayment. How steady a worker '
.are you? "How long you have been on the 5ob and whether or not you are a '"job-
‘hopper" will be cons1dered .
Your cred1t rating-*How prompt were you in previous payments? What does your
credit report say ahout you? How do you stand as far as your proved ''willingness
‘to repay" is concerre ed? .
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. Your type of residence--Do you own or rént? How long have you lived in'your
current location? (Frequent house-hopping may be held against ¥ou. )
~ Your purpose for borrowing--Hoy sound is it? Does it fit into long-rango'goalé
‘ and plans, or is it just a whim? -

These and other factors Jare wefhﬁed:by lenders when they decide whether to
‘accept or reject your a plication for a cash loan or other type of credit.

For example, assume tha;'two people are applying for similar loans. Several
factors would be weighted in each case. )

Person A: Has an income.of $16,000.
' Held three different jobs lalt year. |
Has several sizeable charge accounts with payments overdue.
Changed residence three time$ in the last two years,

Person B: Has an income of $10,000." '
Held one job for the lest five years.
Has only a small outstanding debt.
Lived in the same residence for the last six years.

Although Person A's income is larger, it would probably be concluded that-Person - %
A is a greater-credit risk than Person B, who is more dependable. :

. At first you may need a co-signer to obta\in a loan or credit. Pay off the
original debt promptly and then reapply for credit and insist, on the basis
of your proven income and willingness to repay, -that you do not need a co-signer.

Also realize that if you are asked to co-sign the note for a loan, you should

think it over carefully! You will become responsible for the repayment of a

loan, and. you will have to pay off the loan should the person you signed. for

default. Be sure you are prepared to take on such a financial burden. r

WHO ARE THESE PEOPLE WHO KNOW SO MUCH ABOUT MY CREDIT RECORD?

Credit-reporting Agencies ) S

. L, o
CREDIT BUREAUS are feporting agencies that reczive and file records of

credit trahsactions. If you are over 18, the chances are that you have used
credit sometime. Each use is recorded in your file at a central credit .
bureau. When you apply for credit or a loan, the lender usually asks this - .
bureau for a report on you. The lender will want to know how promptly

you have repaid other loans. Your credit file will show your record of
pPayment (any overdraft or default), and will indicate whether you might be

a good credit risk. ) ’

3 - Greater mobility of éOnsumers, changing family patterns, ihereased standard(
- ° . of living, and consumers' demands for more and quicker access to goods and
-services have incrrased the:2:e¢ for computer-stored, reliable information

& : about individuals .
. .. \‘» '

Py o . ' N
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.. Credit bureaus do not make decisions, they only process informatign and
make it available to credit grantors. The lenders then make decisions
according to their individudl standards, and based in part on the information
the credit bureau has given them.' The finml decision will be influenced
by your paying habits, how much debt you have outstanding, minimum income
requirements, your length of time on the job, your residence, your type of
job, and other similar coeiiderations )

)
» -

- »

By law, only those who have a legitimate business need for\‘Pch information,
©.g., department stores, banks, savings and\loan institutions, retail
merchants, and mortgage companies.

Who Are. the Customers of C dit.QESPaus? , -

Reports on consumers and infermation services can be‘divided into two
categories. Some companies Assue both types of report, some only one.

1. Credit reports dg;I}Str1 th financial information and are issued
by credit-reporting agencies. '

2. Investigative consumer reports to insuxgnée companies, potential
employers, andothers contain information dealing with personal habits
and behavior, character, and general reputation. They are issued by
ipvestigativé reporting agencies. .

What Information Does My Credit File Contain?

{

' L] ' .
Your credit file contains records of credit transactions you engaged in:
opening or closing an account, making prompt payments or being consistently
late, fulfilling a contract or defaulting. Information from the public
recérds, such as a contract suit, a judgment, a tax lien. or a bankruptcy,
is also recorded in your file
In order for you to take advantage of the credit market it is “important
that you have a good credit rating. The better your flnancial record, the
better your chance of qualifying for credit, qﬂarge accounts, and loans.
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HELP! I'M IN DEBT! WHAT DO I DO?T : ¢

»

Increased cost of living, buying now and paying later, greater expectations
and higher standards of 1iving, and sloppy buying habits have all contributed
to the fact that an increased number of individuals and families are finding
thensclv%a 1n<:$nqnciul difficulty. '

If you are in §ebt, feel that things are getting out of contrpol, or feel that you
are heading for bankruptcy; don't despair. There are still several choices
availdble to you. ' -

Getting(consolidation loan--from a bank, credit union, or finance company.

A

Using a consumer credit-counseling service.

peaking to your creditors yourself.

)

ﬁSOLIDATION LOANS

With this type_of loan, you take out one large loan to pay off your various out-
standing debts yourself. The single payment on the new loan is smaller than the

total of the other payments each month and it is e ier to keep track of one debt. e

A consolidatidn loan stretches out your payﬁ@nts over a longer_pdiiod of time,

‘howeveﬂi You still pay the whole amount before you are debt-free, and the longer

time in\olved means that yoy pay more interest. _ .-

The danger of a consolidation .loan is that you migS§3f0rget how much you owe

-,overall, and think that you can take on new credit obligations because your

existing payment seems so '"small."

5

CREDIT-COUNSELING SERVICES S #

Theser;;:;:1es help individuals and families that are in deep financial}trouble
to budget their money. Many pof the:counseling centers are financed through the
lendjng industry and the charge to the consumer, if any! is nominal. Be wary °

if'a regular charge--a percentage of your debt, for 1nstdnce--is‘involvedn

]

A counsedor Will study your financial situation and make :'.uggeStions for better
money management. If necessary, he/she will speak to the lenders and explain

yodr situation. Often he/she will be able ta get agreements from these lenders: .
to pay off the loan in smaller 1n§ta11ment§46ver a longer period of time. N

WNorking with a cpnsune; éredit-counseling.servicé has many advantages. It can:
.' Lessen your wqf;y. |
- Helﬁ'you avoid ﬂ’!rnssment by c‘pditoré; ‘ !

R ¥ E o

&
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Teach you dlscipline and regularity in paying bills.

Prevent bankruptcy. ’ " .

When you decide to use a counseling service, you will sign a contract, usually
covering two years. You agree not to take on any more debt and to send all"’
credit carde back to the creditors. A money management plan is drawn up and pay-
ment arrangements are made with your-creditors. . J

If necessary, the counseling center will make your payments for you from an
agreed-upon sum and send them every month. If you fail to follow through [
with your regular payments, the program will be discontinued. . ) .

SPEAKING TO YOUR CREDITORS :

Speaking to your creditors yourself and renegotiating your debts will require
effort on your part, but it mxght be your best option. You will need to:

\

Know your dependable income.

.

. Khow your fixed, p§fdictable expenses-—rent, ipsurance etc., including
‘f . payments on debts,

Estimate flexible expensesf-food, recreation; clothing, transportation,

.
.

Plan for medical care and for possible emergenc1es

When you know what you can and will pay, speak to the creditors about making
your payments smaller and extending the loan oyer a longer pdriod of time.
Most will agree to .make adjustments if* you show that you are sincere and willing
to pay. ‘ ‘ /

‘ ‘ :
Be sure that you have any new agr&ement in written as well as verbal form, and
then stick to it. Remeniber, your record of financjal responsibilitles will
1nfluence your ability to get credit in the future.

, The worksheet "Evaluate Your Credit Status! on the fzilowing page ﬁi}‘ help you
in analyzing your currént debt situation. . T .

e / d




. .
- EVALUATE YOUR CREDIT STATUS

This worksheet will help you analyze your current debt commitments (not counting
your mortgage). The average family should not commit more than 20 percent, 17 percent
‘ is better,of total take-home income to loan payments. If your family is larger than
‘ average, you may need to keep loan commitments even lower. Fill in all blanks that
apply to your current situation. .

* O — —WONTHS TEFT—WONTHLY

PURPOSE OF LOAN - STILL OWED SOURCE APR TO PAY PAYMENT

Car

Checking Account
overdraft plan ' /

Credit Cards \ .

)

Educational debt

Home Improvement

‘ Instalfngnt loans
(bank, stores, credit \ . ‘ v
union, finance co.) ‘

B 4

Passbook Loan

1
Store charge - -
account$ i ,

_ —
Other (Insurance, !
airline travel, etc.)
| e .
* Annual percentage rate ' Total monthly payments §$ .
Menthly take-home income $ o+ Divided by 6 equals , §$

" If your total of monthly payments is larger than 1/6 of your monthly take-home income,
. you have about as much credit debt as you can easily carry with your income. Beforp
~using more credit, try to eliminate some of the debt shown above, especially those with
the highest . 1/6 of your monthly take-home income is about 17 percent.
(Adapted from "Consumer Views", May, 1975, Pirst National City Bank, NY)JR7S
Distributed by N.J. Cooperative Extension Sorvica.sp,o, Box 231, New Brunswick, N.J. 08903

 ERIC S . . | . :
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BUYING A CAR ON CREDIT?

.

Before You Sign on the Dotted Line.

"Do you know tha wning a car can cost as much as 20% of your total budget?

If you take out a loan to pay: for the car, your creditor will charge you for
letting you borrowhis or her money, thereby adding dollars to your monthly

payments. .
CREDIT TIPS TO KEEP IN MIND ,,/)

Credit means borroping -someone else's money. Interest is charged for the
use of money. Charges will vary and depend to a large extent on:

- age of car. N - , : ) v
- who is lendin‘!you the money and for how long.
- your credit rating and your present circumstances.

- type of loan. < : N

- legal limits (vary with different typgs of lenders). - v

The longer you take tQ repay a loan, the more it will cost you. Some experts
- suggest that you borrow for as short a time as possible. Twenty-four months -
is a.long time for paying off a loan; yet today it is often necessary for.
families to take out a 3- or even 4-year loan because car prices are\s? high.
\ K

.  Tny to have a downpayment of 1/3 to 1/4 of the total sum without borrowing. '
- - _

Réad your contract carefully, never sign one with blank spaces, have everything
in writing, and ask. about any term you don't understand. Oral promises are
usually worthless. Youhave the right to ask for the contract so that :you
can study it. \ ¥
If you buy from a private,seller, contact the Certificatée of'Ownership Bureau,
Division of Motor Vehicles, to make sure the title is glefr, with no loans

aﬁ?eched. _ X

" WAYS TO PAY FOR YOUR CAR

* Cash'is the cheapest and easiest way.

“* Cash down,. the rest on credtt -

. / ~. ' »‘ )
Credit in the form of monthly installments—-yéh borrow theJdiffer;:Ee and
repay the loan over a definite period of time--12, 24, 36 months. This

is the standard method of payment. . ~ J

\\' N\
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* (Credit in fhe form of a single payment loan (from a bank)--You borrow the
- difference 'in one sum, pay the dealer for the car, and -repay the whole.
KQ\ loan at a specified time in the future

* Borrow c&sh for the downpayment, the rest in_installments - .

Occasionally the downpayment is borrowed from a small loan company and the
- balance from the dealer. This is not recommended. You are left with two
loans at high interest rates. ‘

WITH INSTALLMENT LOANS, REMEMBER:

Under the terms of an installment loan contract, you will have possession of
the car you are huying, but the institution lending you the money will own the
car until the final payment is made. .

You promise to:

pay off the loan on time each month. ‘

carry collision insurance as long as the loan is outstanding (if applicable).
infrm the lender of change of address.

not sell the car without the lender's permiss1on

be responsible for all damages

Ly

& ) . .
Read the fine print. If you don't meet your regular payment? or if you breach

any other clause in your contract, you may be subject to:

Accelexation: The entire amount of the outstanding loan comes due at once.
) With a $3,500 balance, this can mean trouble for the consumer.

Repossession: Car is taken and offered for sale at a public auction by the
holder of the loan. You still owe any unpaid balance nhot covered by the -
resale and other expenses, e.g., repossession, lawyer's fees, and court
costs. On the other hand, if the car is sold for more than the amount of
your debt, you may be able to receive a refund for any possible surplus.

SHOP AROUND FOR THE BEST CAR LOAN -- These are some options:

Credit Union loans are only available to members, 9-12 pergent interest rates
on inst,llment loans.

Savings Banks, Savingg and Loan Associations, Commerciﬁl Banks offer passbook
loans. These are avallable to holders of savings accounts up to the limit of
the money in the passbook. The cost is usually 1-2% above the interest rate,

paid on the savings accounts. "




- Ask yourself how much life insurance you have. In the event that something
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Commercial Baﬂfﬂ also offer installment loans which are available to pevple with
good credit rating; 9-12 percent. : '

Car Dealers are convenient and offer loans and insurance coverages. They. can be
comparatively expensive, as the dealer usually sells your contract to a bank or
sales finance company which then takes care of loans, bookkeeping, and collecgting
of monthly payments; (up to approximately 24 percent). It might be wise to
compare their cgst for insurance coverage with the costs of your own insurance
carrier before making a decision. ' '

*

. - .
Your Life Insurance Company offers low-cost loaps. You can borrow up to the *
cash value of your policy; if you die before the loan is paid back, the amount
owed will be deductpd from the face value of the policy; 5-6 percent.

Small Loan Company. Loans can generalki be obtained more easily than from other
sources. Limit--$2,500; comparatively high interest: 21.7-24 percent. (N.J. 1979)

Secondary Mortgage Companies are finance companies which offer secondary mortgage
loans to consumers; 15 percent interest rate. Note: a lien is put on your home
(legal right to have the home sold or applied toward payment of the loan).

J ¢ '

-All rates mentioned are approximate and stated on a yéarly basis.

&

CREDIT LIFE INSURANCE . . | \

happens to you, would your family be able to pay off an outstanding loan and
still have additional funds available? . :

)

If not, credit life insurance may be one®item you would want in your credit contract.

»

In case of death of the owner of a credit life insurance policy, this type of
insurance would pay off the unpaid balance of the loan. .

Seriously consider it when you take out a loan if your family is not covered
by enough insurance. This type of decreasing term insurance might be the '"best
bargain around."* :

REMEMBER:

Shop ‘around for your car loan and for insurance. You do not have to buy car
_insurance where you finance the car loan. . '

New Jersey law now holds the lending agency as well as the dealer responsible *
if you have legitimate complaints. .

You might be offered a contract stipulating small monthly payments for 23
months. with 4 large '"balloon" payment required as the last payment. The

small monthly payments might sound tempting, but consider your personal
financial situation before engﬁring into such an agreement.

* By.law, you need to be told whether or not credit life insurance is

required and the cost involved.-

| o | 4y
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CREDIT PROTBCTION FOR CONSUMERS

THE CONSUMER CREDIT PROTECTION ACT

A comprehensive law, the Consumer Credit Protection Act, went into effect in _
July 1969. It is described as "an act to safeguard the consumer in. connection
with the utilization of credit by requiring full disclosure of the terms and
conditions of finance charges in credit transactions or in offers to extend °
credit; by restricting the garnishment of wages; and by creating the National
Commission on Consumer Finance to study and make recommendations on the need
for further regulation of the consumer finance industry; and for.other purposes."

TITLE I: THE TRUTH IN LENDING ACT

This Act, primarily a disclosure law, applies to gny personal loan under $50,000
where there is a finance charge involved and to any transaction where repayment
by the consumer is in more than four installments. The law does not set a
ceiling on interest rates, nor does it have anything to do with how much you

Pay in interest. (Interest rates are regulated by each of the individual states,
which usually determines a maximum rate that can be charged.) This law does make
it easier for qualified applitants to compare various interest rates and to

""shop around'" for credit. - ' -

Lenders must state the annual percentage rate charged on a loan. Before the truth
in lending law was passed, finance charges could be stated in a variety of ways,
which made cost comparison difficult and confusing.

The law deals with two types of credit:

bpon-end Credit. (e.g., department store charge accounts and gasoline .credit
: cards.)

The 'luw requires that the annual percentage rate (i.e., 18% annually) and
the monthly rate (i.e.., 1.5% monthly) charged on open-end credit accounts
(charge accounts) be clearly stated. You must be told on what balance the
rate is charged,‘so that a comparison can be made. '

. Finance charge based on previous balance is the most experisive to the

~ consumer because it does not take into account any amogngs paid after
your last monthly balance.

Interest may also bgﬁcﬁarged on.hn avérage'daily balance.

Charges based on an adjusted balance take into consideration how much
you actually owe, 4and the dates on which you have made payments. This
' is the fairest way of computing ingerest.

1

[
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, ' ) . ' .
The lender must send you a monthly statement giving you all the iqformi-
tidn on your account as long as the account is active

Closed-end Credit. (e g., installment purchaies. where the total amount,
nﬂhber of payments, and date dug are specified in the contract.) -

The lender must disclose all the costs of cre it, including filing fees,
simple interest, and crédit life insurance, ‘1# the latter is required.
This information must be stated in two ways: :

« . As an anpual percentage rate--e.g., "Annuathercehtage Rate: 8%."
As a finance charge, in dollars and cents--'$400."
The lender is alsq required to tedl the consumer:

‘ Th°'_22D_BIiESf‘é g., "Furniture: $2,200.""% .

The dgfé{red payment price (cash price plus finance’ charge)--"Furniture
($2,200) 'plus Finance Charge ($400) totals $2, 600 "

If credit life insurance is required the premium costs must be included
in the finance charge and in the calculation of the annual percentage

rate. . | (::,J . .

It is to your advantage to ask the total cost of credit early in the inter-
view. All of this information and more has to be given to you before you
sign a credit contract. Don't be content with being told how '"low" the °
monthly payments will be! Before you sign the contract, be sure you know

, what the annual percentage rate will be andtwhat the total cost of credit
in dollars and cents will amount to over tht time span of the contract.’

. é
Credit life insurance can be very valuable. If you die, the insurance will pay
off the remaining balance. When obtaining ‘such insurance is a prerequisite
" of getting a loan, you must be informed. The law also requires that insurance
premium costs be included in the finance charge and not be hidden from the
consumer. Credit accident insurance is also available?” ; , .

..

TITLE II: LOAN SHARK ACTIVITIES

. o ’ .
The law calls these"Extortionate Credit Transactions,'" and has made it illegal to
collect credit by extortionate means--that is, use of any kind of direct or implied
violence or other criminal means to cause harm to persons, property, or reputation
It is illegal to make or finance extensions of credit using threats and extortion.

TITLE I11: WAGE GARNISHMENT | o 8 ,

- | | /.
Garnishment is defined as any legal or equitable procedure through which a certain
amount of money is withheld from a person's salary to pay off his or her creditors.

Arbitrary wage assignments by employers are illegal and wages can be “withheld by
court order only.
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‘ .
TITLE V: CREDIT CARDS

This amendment, which regulates credit-cards, became effective im 1970. A credit °
card is not valid until you have signed.it. If the card is lost or stolen, you
can be held responsible for only $50 of the charges made by someone else. You
are responsible for that only until you report that the card is missing. So
. report its 1oss to the lehdev'(gasoline company, department store, or agency)
' immediately! . S o
¢ In order to K%{g you responsible for unauthorized charges on your credit card, the
creditor must provide a means of pqsitive'identification\(signgture, fingerprint,
or picture) and he/she must prove that the charges in question were made before
you notified him or her of tht theft or loss. ' .
. . A

-~

TITLE VI: THE FAIR CREDIT REPORTING ACT

This act, which became effective in 1971, reguiates both credit and irvestigative
reporting agencies and their users. It also regulates the consequences for the
consumer of such reporting, It was primarily designed to protect consumers
against false or -inaccurate reports about them, against the results of such
reports, and against the use of any reports by firms or individuals with no
legitimate interest. : )

' . There is a need for fair and accuratemit reporting. The lending industry
depends upon such information. An elaborate system has been developed for
investigating and evaluating the credit worthiness, credit standing, credit
capacity, and general character and reputation of the consumer. -
{ - - ,
There is also a need to ensure that credit-reporting agencies exercise impartiality
and respect for the consumer's right to privacy. ‘ .
The Fair Credit Reporting Act regulates to whom the agehcy can give the information
in your file. It limits to seven years the time adverse information can be used,
though in the case of bankruptcy, this périod can be extended to 14 years.
If an adverse report has played a part'in a decision to denxtyou credit, insurance,
or unemployment, you must be notified that you were rejected because of the contents
* of the report. You must also b€ given the name and address of the- credit’-reporting
- agency that supplied the report. :

“You can thxn request that the agency give you the nature and substance of all tpe//
-information on your credit record.! This d{sclo§ure has to be made to the'cons er
either personally or by telephone. ' ' ’

The credif bureau must provide trained"personnel to furnish the requested maternal
and to answer any questions you may have. You then have .three options:

N

N Agree that the information is correct and accept it as it stands. Rase

. . If you believe that the information is incorrect, you can ask«that it be
rechecked and, if incorrect, that it be removed from your record.

-

{
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In a case that cannot be resolved, you can file a 100-word statement .- .
telling your side of the dispute that will be added to the record. (For
. instance, "I did not pay because the merchandise was faulty and the seller
rofused to make adjustment.’”) Then when a user asks for a report on you,
he/she is informed that you have disputed your stored credit information
and that your statement is available upon request.

Even if you have not been denied credit or a job, you.can ask to be informed
about your fi;e;-for'a reasonable fee, though.
/ f . ~
/ | | ;

TITLE"II: JFQUAL CREDIT OPPORTUNITY ACT

-

. ) ' :
Because this act is so significant and deals with so many facets of credit
discrimination, it is dealt with in a separate fact sheet.
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YOUR MONEY MATTERS . .

;
Coping With Credit - UNIT II

TITLE VII: EQUAL CREDIT QPPORTU'f‘l"Y ACT

Credit is a part of 1ife for most' of us at one time or another, due to either
. necessity or convenience. But, women, minorities and the elderly have often
been denied credit on the assumption that ‘they: are not good credit risks.

R ) N,
To stop this from happening, Congress passed the Equal Credit Opportunity Act.
This law became effective in 1975, with subsequent regulations taking effect
as late as 1978. It states that there is a need to insure that the various
financial institutions and other firms. erigaged in «the extension of credit
exercise their responsibility to make g%edit available with fairness and
impartiality. * 3 . ‘

gt . ’ .

Most importantly, the Act makes it unlawful for any creditor to discriminate
against any applicant because of sex, marital status, race, national origin,
religion, or receipt of public assistance such as social Security or.aid to
families with dependent children. ‘ '

L] ’ -
This Act applies to all who regularly extend credit, including banks, finance
companies, department stores, and credit card issuers. ] . '

\’.l

A

WHAT YOU SHOULD KNOW:

As of June 1977 creditors who provide information to credit bureaus on how you
pay your bills must let them know both names on .accounts you shdare with someone
else (if you both use an account, one or both are liable for it). For accounts
opened prior to this date, the creditor has to send you a form asking if you
want the credit information provided in both names. If you're a married woman,
it is important that you fill out this form so you have a credit history of your
own. C , - ~

- . “ ' " A
\

CREDITORS MAY NOT: S

Ask about your-birth control practices or child-bearing plans and assume that
because of your age, you may drop out of the labor force to have a baby,
causing ‘an interruption in income. Creditors may, however, inquire.as to how
you plan to handle your financaes should you become pregnant.

. Discount income from part-tipe employment, as long as the employment -is shown
to be reliable. \ . h

P
<

. ~‘Deny separate accounts to each spouse if each applies separately and voluntarily. -

-~

Prohibit use of birth-given first names and surnames iﬁ opening or maintaining
accounts. Use of tit;ps such as Mrs., Miss, Ms., or Mr. is optional. -

¢

O . ' . . l,
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. .
Use unfavorable information about an.account you shared with a spouse or.

former -spouse if you can show that the unfavorable history doesn't accurately
reflect your wxlllngne%q or abllity to repay.

. .
s«

Di§courage » potential applicant for any reason. o S “rd

[ 4

CREDITORS MAY*

Request and consider information about an applicant's spouse onlz when the
spouse ' is to be liable for the account or when the applicant 1s relying on
the spouse's credit worthifiess or income. -

-

—~ . Ask to what extent an applicant is relying on alimony or child support.
‘Maintenance payments must be . considered as income to the extent that these
payments are likely to be conslstently made.

Ask quest1on5 about your spouse only when your spouse will be using or will
be liable for the account, or when you are relylng on your spouse's income or
property to help pay back the loan. .

« .

®

CREDITORS MUST- @
Inform you as to whether your. application was accepted or rejected w1th1n 30
days of filing it. :

Give you specific reasons for denial of credit either orally ot in writing.
These reasohs cannot be vague or indefinite such as "You didn't meet our

minimum standards," or "You didn't get enough points on our credit scoring
L4 .
system." .
SOURCE OF ADDITIONAL INFORMATIOR FOR CONSUMERS * . 7~
‘ < B Do -

Office of Consumer Affairs in your area

Federal Trade Commission Regilonai O‘ffigéAin”){odr area




HOW SOME CREDIT PROBLEMS DEVELOP

YOUR MONEY MATTERS

Coping With Credit - UNIT II FACT §H§§f #e-C
CREDIT PROTECTJON FOR CONSUMERS | )
.t SPECIAL PROBLEMS WOMEN MAY HAVE ™
Since women frequently play miny roles during their lives, unlike the fairly B

continuous professional role played by most men, they #ay encounter difficulty

- in establishing their own financial identity and keeping it throughout life.
' . . . " -

. . [ . ,
For example, although now illegal (since the passage of the Equal Credit Opportunity

Act), many women feel that there is still subtle discrimination against them when
they apply for consumer .credit or mortgage loans. Such discrimination is based
mainly on assumptions that women are poorer risks than men. Remember when apply-
ing for credit that the general considerations for granting credit (credit
criteria): include size and stability of income, past credit record, type of job
he{d by the applicant, and length of time at current atdress.

The difficulty is that unlike men, womefi-have tended to move in and out of the
labor force while raising children. . After marriage, most women change their
surnames, and, findncially speaking, lose their independence. Also, salaries

for women have often been lower than those for men, and women have not tended to
hold jobs at professional lew¥els equal to those of men. Thus, general circumstances
alone may prevent women from obtaining credit and having their own financial
identity. : ’ '

The following information will Show’you how receiving lower or less stable incomes
poses credit problems for women returning to the work force after many years.

For example; in 1977 the median income for husband-wife families was $17,616.

 For women who are the head of a household it was $7,765, while for all women it

s only $4,840. This disparity in incohe immediately affects the amount and
type of credit available to women. T .

Starting out:

Both men and women who are 18 years old, singlé and .working, will need a
co-signer to obtain credit or must offer collateral for a loan. They have
no established credit rating. The co-signer will most likely be a parent.

The collateral offered for the loan will be money saved in a savings account. *

Continuing fb Work:

-

If bothethe male and female continue to remsin single and to work, their
circumstances will often improve, depending on stability of joh, size of
income, and past credit record. This group of consumers (either sex) usually
does not have difficulty obtaining credit if ,they have a good payment record.
» . ‘ .

: gl . : i
. IO {

°
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Mnrrl!‘e ' ’ .

When a man gets married, his credit status remains the same as he continues

, ~ to work and improve his job status. Many times he establishes additional
credit ratings and financial stability by setting up accounts and deeds in
his name only. For example: .

Car loans and other types of installment credit
Personal bank loans N :
Charge accounts ‘ « ‘ -
Family insurance policies--home, car “\
Property
As women become more sensitive to the area of joint financial decision
making and to take on responsibility in this area, the situation will slowly
change for the betterment of the entire family.

As far as the woman is conterned, when she gets married, she can lose her
financial identity if she only uses. her husband's name and credit accoupts.

\ If she continues to work and to help pay the g}lls, she. should make every
effort to maintain her own credit and financial identity; that is, she
should:

kéep some charge adcounts in her own name. . o
have her own savings account in addition to a joint one.

apply for a car loan in her name only. :

make sure that she uses and 1s co- respons1b1e for ‘the accounts.

- Before the law came into effect, the fact that Mrs. John Dubb had a credit
card under the name Delores Dubb was not enough. This was often a "courtesy
card" with the account number in John's name. Thus, all credit information
was recorded in his file, reinforcing his credit rating,. even if Delores
paid the bills and kept the budget. -

Now the law stipulates that if both husband and wife are using the account
and/or are both liablé for it, the information will aufomatically be reported
in both names to the credit bureau.

Ufless a woman has her own account number, no information will go .into her

N\ . credit file. She would be wise to check with the credit. bureau lixted in
the yellow pagés ‘under Credit Reporting Agencies to be 'sure that her credit
transactions are not being automatically recorded in her husband's file.
The lending officer. makes the final judgement on whether you will get a loan.
The lending officer's preconceptions about women and credit and his or her
extent of confidence in you can affect his or her decis1on to grant you the
loan. ' .

- - 8 -
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. . Divorce - ) -

-

When: there is-a divorcé; the situation for the husband is frequently sg
follows: ‘

o ;. >
; . Credit status is \ nerally unchangqgfby the divorce;§\. ' ¢
’T\ . Circuﬁstancqs\may be generally*improVed, depending on stability of
’ the job; s1ze of income, past credit record, and alimony and child
suppor paymentsJ ) -
Change of job and/or fesidencq may cause temporary difficulty in
obtaining credit.
Forsthe wife, a divorce could gean that she: ~ T
. 4 ] A
May huve to start at the same point as an ""18-year old," with no
credit and financial ident{ty. ' \
» May not be regarded as having a steady .income if the alimony payments
cannot be proven to be regular.
~ May not be paid as much as a man f0;~:h¢ sami’york (restfictiwg
’ i . available credit as a result). : PN : ’
N May not have worked and lived in the same place g enough to ’
, qualify for credit. ‘ ' . .
Death of Spouse v : ‘ ' ' rw -
For the husband, it can mean a generally improfed credit situation depending 7
on stability of job,\size,of income, and past credit record. -
For the wife, it often means(that she:
Starts over with nows;gdff'identity, although there is no "légitimate
reason' for this now( since the ECOA stipulates that accounts used by
. .both parties (or, for which both are liable) are beiemg reported in both
names to’'the credit bureau.:' This e3tablishes a wife's credit rating.
May stop receiving her husbazs's pension dnless,it specifically has a
survivor's benefit clause, afd then it might be substantially reduced
from what it was béfore his de e ' '
. - May not have sufficient work experience or have lived in the same/glace‘
L : long enough, to qualify foy credit. \ . SN ,/)
. S ' (f
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) Retired - . | .
Senior citizens (both“sexes) do not find it easy to obtain credit (although ,
discrimination is now ‘illegal) because of their lower earnimngs, even if
they were good financial tisks all their lives. Yet for safety and con-

N venience reasons (e.g., travel), they need credit cards and other types of

accounts. Lt

A CHANGING ENVIRONMENT

Women may find 1t especially necessary to be vocal. Many states have new and

" revised laws with regard to womdn and consumer credi€ ~ Regulations- which require -
lenders to include the wife's income in calculating the amount &f mortgage a
couple can handle are becomlng more common.

The social environment is changing, but such changes occur slowly. As women's
views of themselves evolve, as they participate more fully in the work force,

and as their participation is seen in a new perspective by those observigg them,
instances of d15cr1m1nat1qn_w1ll be less common and women will be seen as full and
equal participanbs in the labor force as well as in the home.

3

enforcement, such fhanges will have no great impact. Consumers who feel that
they have been -subject to discrimination when applying for credit have recvurse
to federal as well as to state legislation. (0ften problems can be cleared up ‘
easily and with little tr6uble by someotte '"one step up the ladder" in the
«organizatiaon to which you have applied for credit--someone who understands your. ]
circumstances, the reguldtions that apply to your case, and the new credit
. legislation. The lending industry is undergoing great changes. Many'companies
‘comply with the new credit laws and show great sensitivity towards women, minor-
ities, and senior citizens. But there are always exceptions, and the new policies,
laws, and implications of social changé may not have filtered down to the indi-
vidual conducting the interview.

_But unless thoseg:Efected by new laws make their opinions known and insist on N

. el ‘ '“'. ®
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REDIT PROTECTION FOR CONSUMERS

FEDER&L/TRA9§7COMMISSION RULES AND YOUR CREDIT RIGHTS

[

Besides the Consumer Credit Protection Act, enforced by the federal government,
additional regulation of credit and your credit rights can be found in the trade
regulation rules from the Federal ‘Trade Commission. Although they are only rules,
they are generally considered to have the force of ldws.

DOOR-TO-DOOR SELLING ) ' . : ' »

A Federal Trade Commission rule that went into effect in June 1974 says th;t you,

the consumer, have a "cooling off" period of three days if you buy merchandise

for $25 or more from a door-to-door salesperson, sgmeone who sglls away from the

firm's principal place of business. This applies to goods or services purchased,

leased, or rented primarily for personal, family, or household purposes, chluding
courses of instruction or training. The sale must be initiated in your hoéme, not

in a store, and the salesperson may be someone you have invited fo call o you or

one who has arrived uninvited. This "cooling of f" period allows you to deYide

if you definitely want to keep the merchandise~yey purchased. .

Read the entire contract before you sign it, and don't leav® any blanti{nczh\Sﬁ»
the salesperson tells you what will be wrigten in later. Insist that 4if be
complete before you sign. At the time of the sale, you must be given a fully
completed receipt or a copy of thercontract. Included in the contract should be
. the date of the transaction and the name and address of the sellef. As with any
contract, be sure you understand everything before you sign. Note that if the
sales pitch is made in any lanfuage other than English, the contract and written -
explanation must also be in that language. ' .

A

Right to Cancel: ) J o ' >

) . > E " ©
The most important provision of this FYC rule states that you, the buyer,
have_thesznght to cancel the sale at any time prior to midnight of the
third business day after the date of the transaction. This must be
' clearly stated in the sales contract, and there must be an easily
removable form attached for cancelling for the consumer's use.

If you should decide to cancel, you must mail or hand deliver the signed
and dated copy of the cancellation notice or any -other type of written
notice to the seller. Remember that it must have your signature on it.

AN

L]

\
KO -
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. There is mo penalty or fee that yoq‘ugst piy should you change your amind |
about the sale within three days, s applies whether the purchase was

‘paid for anﬁ at once Or whether you planned to pay in installments. Any
payments you have made-must be returned to you within ten days .

Nhen you cancel a contract, you must rdturn tny already/de iverod goods
to the seller at your residence. Make arrangements fof the seller to
pick them up, at his/her own expense, within 20 b days after the
cancellation date. If the goods are not picked up wiﬂn this time, you
may keep or dispose of them without any further oblig

Be Aware of Your Rights:

Look into the person doing the selling and the company he/she represents
before you sign a contract. Many door-to-door sales people are .honest
rand well-meaning, but some are not. If you are not sure, tell the sales-
person to come back and make some calls to find ouibabout the cggpany.

| . The Better BGEiness Bureau cannot mgle recommendatiois, but they keep a
: file of complaints and might give you some idea aboyt companies you
don't want to deal-with. Other source\of info ion are the regional
Federal Trade Commission office and the .Consumer Affairs:

Remember that;if you change your mind, you stlll have. three business
days to cancel before the sale becomes final. N ' ‘
: " |

SELLING THROUGH THE MAIL

The method, often used by book and record clubs, iy also regulated by a Federal

'~ Trade Commission rule.. The rule applies to plans where the consumer is notified
of a periodic .(usually monthly) selection of merchandise that will be shipped
unless he/she notifies the seller not to' send it. It also applies to any merchan-
dise that is advertised in newspapers, magazines, catalogs, etc., and must be
ordered by mail (e.g., novelty items, wearing apparel, magazines, nursery items).

Shipment of Goods:

e

The seller must be able to ship the merchandise. within the amohnt of time
stated in the solicitation, or w1thin 30 days after receipt of ' a properly °
completed order

If the seller cannot sh1p the merchandise within 30 day$~'he/she is
required to offer the consumer an option either to consent to a delay or
to cancel the order and receive a prompt refund. /

Should the buyer th answer the seller s notice of a shipment delay, the
seller can consider-th#s to be a consent to deliver the gob‘s within an -
b extended 30- day period. _
4

Keep in mind'that all p tional literatur‘ﬂhust state clearly how a
. selling plan operates. ?:i?bscriber must be given at least ten days .
in which to instruct the saller-not tqfmail the merchandise. If the

consumer receives the shipment withou uestihg it, the seller musé
give full credit and pay return postage ; , -

o T o~ o 61 ' .
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QUIZ FOR UNIT IT -- COPING WITH CREDIT

L 4

-

Dear Friend,
This qui:z covers Fact Sheets 4, 5, 6, and 7 of Unit _IT -- Coping With Credit.
After reading the fact sheets, you are ready to complete the quiz. Feel free

to refer to your fadt sheets whenever necessary. Please follow the quiz
instructions and return the quiz in the return envelope:*

P, - ¢

Namé

) _ Address

Zip

, Instructions:

This quiz contains two typg¢s of questions, true-false and multiple choice.

True-false: Circle "T" if the statement is true-and "F" if the statement -
is false.

Multiple choice: Select the best possible answer and write the corresponding
letter in the blank provided.
P o

1) T F  The amoynt of credit you can safely take on dbpends only on the size—\
of your, income. .

2) T F It is easy to over-buy when using credit cards.

3) T F Families who habitually buy‘oﬁ credit may add'as much as 18% to the
cost of goods and services. . '

-

4) T F When using ipstallment credit, the customer owns the goods as soon
as they are in his or her possession.

5) " The main reason for establishing a good crehit rating is:.

all your friends have one .

to be able to open a checking account
employers "like to see it before hiring you -
v it will be easier-'to get a loan when you need it most
AY

a0 o

6) T F A credit bureau is the same thing as a credit grantor.

-




A A consolidation loan is: » . n o

~
W,
\

1 4

a. many small debts which you have to pay
b. one large loan to pay off many small debts 3
c. & low-interest loan ' ) : -
d. a loan with a few large payments
8) T F When you use a credit counselling service, you can continue to use
any of your credit cards.

R
]

9) T F Nhen using a credig counselling service, or on yeur own, many creditors
will make adjustments if spoken to and convinced of your sincerity and
willingness to pay. y

10) T “E: The cheapest way to pay for a car is to finance it through the car

dealer . \

L

11) T F An acceleration clause in a loan centract means that the entlre,falance
may come due at once. .‘\

12) T F All car Toan contracts are the same, therefore you don't have to
understand what all the terms mean.

.
> 4

. N
. . , .
[ . .
o
. .

werwould'appreciate the following information Ho help us improve our service:

- Have you used or shared aﬁy of this informdtion frgm the fact sheets or
do you plan to do so?* ' - ‘-

- .

Yes NQ ,///—

- If yes, in what way? (Please use reverse side of this sheet for your _ .
comments. ) ' - _ ¢

Ad )
,I 4

) ' cN - ) ’ \
*Applicable only if this unit has been administered through a County Cooperative -

Extension office. If not, please complete the quiz and retain for your own

benefit and reference ( (
e : N
o ' ®
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YOUR MONEY MATTERS

Planning For Protection: Life Insurance - UNIT 1 FA T

THE BASICS .

—

S~

THE CONFUSION OVER INSURANCE

The variety of insurance policies and plans available, the different.anes under
which they are written, and the differences in costs involved confuse many consumers.
Many also do not understand why they need.life insurance. And, if they carry

*  1insurance, they are never sure if they have bought too much or not, enough. They
‘want'TETb(pation about the differences so they can buy insurance tailored to their
specific needs. Whether married or single, consumers want insurance programs that
offer protection and low cost. ' :

The . right kind of insurance plan for an individual should take into account the
number of dependents, the ages of various family members, the policyholder's
income, and how it is earned. It should also look at the beneficiary's standard
of living and future expectations. The plan should be an important part of a
comprehensive, long-term financial program which involves setting overall finan-
‘ cial goals, calculating financial net worth (all assets minus allsliabilities)
. on a yearly basis, and establishin} a regular savings. program. ‘ '

SHOULD I HAVE LIFE INSURANCE?

The primary purpose of life insurance is to protect against financial hardship
if the breadwinner's earning capacity is taken away. The objective should be to
. leave the family in relatively the same economic position it would Rave been in
if the breadwinner had survived. This may involve a smaller amount than the
income whén he/she was alive, because his or her own self-maintenance costs *
will no longer be included. It js also wise to consider the element of possible
inflatien in the cost of living. Savings features should generally be of
secondary concereg . . o )
. . . \ .
Eighty percent of all adults in the United States and 91 percent of all families
have some form of life insurance. Research shows that most consumets find owner-
ship of 1ife insurance important--whether to protect their families from expenses
resulting from a death, to offer income to survivors, or to provide some savings
(in the form of tangible cash value, if needed).

HON DO T KNOW IF I AM OVERINSURED OR UNDERINSURED?

A recent study shows another side: approximately 50 percent of the families
B surveyed were underinsured, and another 25 percent were overinsured. This means
that 75 percent of the policy holders had inappropriate insurance protection-- .
, whether it was too much, or too little. This is one of the more difficult prob-
{ lems confronting consumers and their families. .
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" How Much is Enough? - :

Depending on your family's special situation, the amount of insurance
required will range anywhere from enough to cover the costs of funeral
expenses, to what will provide a large, lump-sum payment at death. (This
. _luﬁp sum can also be paid to the beneficiary as income, broken into regular
' payments over a certain period of time, until the capital is exhausted.)

( What Do I Need?

.Your family's needs folf protection, and what you can afford to pay in

premiums should be your prime concern when determining which insurance plan

you should adopt, and how much coverage you need to buy. Keep in mind that
your insurance needs will undergo many changes during various stages of your
life and your family's. As this occurs, policies can be changed and adapted,
but don't alter your coverage too quickly. Talk to your insurance representa-
tive or to a professional in the field of estate planning, and try to get

a long-term view of what will be the most satisfactory plan for your particular
circumstances. ' ' : ’

P @

"What Can I Afford?

How much your protection will cost you is an important consideration. You

will have to set priorities and balance them with your resources in order to

fit your payments into your overall budget plan. It is important to compare ‘
the cost of the various insufance policies and then weigh this cost against

yout ands. g _—_— :

Insurance costs will vary because of a number of differences:
.t . . N ¢ o B
- TYPE OF POLICY--Whole life premiums are approximately three times as
. - ’ ' expensive as term premiums are initially, but you'll find that “term
premiums increase in cost every time you renew™>—Term insurance is
; generally "pure protection,' with no savihgs involved, and is usually .
S the least expensiverform of insurance: The "purer" the insurance, the
' less costly it is: The greater the stress in your policy on the
‘ accumulation of a reserve, or cash value, {he more expensive it becomes.
The extremes run from decreasing term at one end to endowment policies )
| B LJat the otfer end. ' :

- INSURANCE COMﬁANYf-There’are'differences in the cost structure between
various insurance companies. ' :

. - éTRUCTURE OF POLICY--All policies, plans, riders, etc., are not uniform
in nature, so this makes cost comparison between various companies
. : difficult.
. ‘ 56 ~ o
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SHOULD I COMPARE DIFFERENT COMPANIES? - NN

You certainly should! However, this is not the easiest thing to do. The
best policy at a competitive price is good to have, but don't forget that
Price is not the only consideration. Other factors include the reputatio
and rating of the company, the service given by your representative, and khe
confidence and trust you have in them.
- N A

'‘Before you sit down with your insurance. representative, you should think
~ through your own or your family's situation very carefully to determine the

needs you have and the sort of protection you want. After you've done this

''soul searching,' you will be able to talk more productively by asking your

insurance representative the right questions. He/she will be able to fill

you in on the details of different plans, and together you can balance what

you need with what you can afford. :

Where Can I Get Information?

. There are several sources available that can help you find out more specific
‘information about the various companies and policies. A few sources are
»' listed below. Check your local library for additional resources.

JgeNs Changing Times magazine, particularly the Apri] and May
issue (Public¢. library)

St's Review, the Life-Health Insurance Edition: Check the latest
edition for information on life insurance costs and dividend compari- -
sons. (Mutual companies only) ‘ \

- Best's Insurance Reports/Life-Health, current yearly edition:
Check the listings and ratings of about 475 of the largest and most
prominent companies to make insurance comparisons easier for you.

(Public librarxy) ) ) : , ~.~\\4\

- "Life Insurance Buyer's Guide" - leaflet prepared by the National
: Association of Insurance Commissioners and reprinted by The National
. Underwriter Co., 420 Ea%t Fourth Streéet, Cincinnati, Ohio.

- "Guide to Life Insurance for College Students" - leaflet prepared by
the New Jersey artment of Insurance.

~N

Remember that every year companies change dividend scales and insurance
. portfolios, ' ’

&
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How Can I Compare Life Insurance Costs?

There are two methods in comparing costs:

v

"INTEREST-ADJUSTED" METHOD--This method of cost comparison takes into
consideration three basic elements that influence the cost of 1ife
insurance: the premiums you pay, the dividends you receive, and: the
cash surrender value your policy builds up. It applies an interest
factor which takes into' consideration the time value of money. The:
tim¢ value of money is the value that money will have over a period of
time when it is put to use to earn ihterest. This then provides an
index for comparing the cost of policies of the same type and size at a\?
fixed point in time. :

This method is considered a fair method of computiné costs of life
insurance by the National Association of Insurance Commissioners and
the insurance industry. /

TRADITIONAL '"NET-COST'" METHOD-- This method compares the éctuql cost

of premiums over the years, while taking into consideration any dividends
received and the cash value built up. It is not considered a fair method
of calculating cost by many because it does not consider the time value
of money. While a policy which is explained under this method may appear
to be inexpensive, it actually costs consumers more because their mbney
might have earned interest had it been placed in a savings account.

v

WHAT SHOULD I CONSIDER? ’ ) . .

The following list may be helpful as you think about your own circumstances, needs,
and aspirations. It may help you prepare a list of goals and questions for your
ihsurance representative. They are quegtions you should ask yourself as you begin
deciding what kxnd of insurnnce coverage you want and need.

e .

reasonably expect to be able to pay out in insurance premiums? . .,

What are my overall assets and Jiabilities? How much of my income can I
-

How will my family's standard qf living be affected by the death of any

family member? Ask this from all points ,of view for each member of the

family. For example, the death of a "nonworklng" randmother who takes

care of her grandchildren while mean that the family
would be faced with child care costs.

How much cash is needed simply to cover funeral expenses for any famlly :
member? How much monky is required for medical bills, or for .outstanding
debts, such asymort ge payments or car payments? Where will that money '
?ome from? , ' : w

LN




.. How many dependents do I have, a 'olq are they? How do their
ages affect the kinds of prg€8Ction each will need in case of my death

Yy

<
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L

or my inability to continue earning money? This may include child care,
education costs, or hospital and nursing care. v ;;
‘What income level will be needed to keep my family's stgndard of living

at its present level if the main wage earner were to die. tomorrow?

Although inflatian is difficult to project, if it fits ifnto you financial
budyget, copsider a projected inflation factor. Review your program every
fey years, or whenever your situation changes. . ’ .

How much money will be needed to pay estate taiés;?@spﬁpially if there
is a large estate involved? Early consideration of this question makes it
-possible to save many family-owned businesses and other small firms which

otherwise fold.when one member dies. y
S o HCE P -
Will additional money be needed for the eduégtion 6f my children, or for
my spouse's education before he/she is able to ré-enter the work force after
" my death? ( o j o *
Who will care for my children if .the person now watchihg;them;has\pp return
to work? How much would any necessary professional help cost?

"Are both husband and wife working? If so, will the death, of one speuse

be just as great a financial burden to the family as the;death of the other?

- i P .

What can I expect from Social Security in the event of my spouse's death?

(Consider this for both husbands and wives.) What Rind*of protection will
+ Social Security offer to my children? o : ' ’

_ . : Y. . v

« ‘Is there a survivor benefit clause included in my group pension plan? ,

Will it provide my spouse with benefits after my death? (This is called

a survivorship clause.) L . . N >

oo- M @ ° P .

What are the estimated Social Security payments to my beneficiar my
dedth, or to me at age 62; 65, etc.? Your local Social Security Admini-
stration office, or a representative of your.personnei department at work -
can provide this information. . _ - T

- - . N ¥
WRat income can I expect from my company's pension fund, and/or from any
other retirement income I might be receiving, such as annuities?

“¢r

- ‘When will my pehsion plan becomé vested? Although you hlwayé have a right

to your own contributions to your pensiop or retirement fund, you may .
not have an indisputable claim on: your employer's contribution untit the
plan jis '"vested," and your rights may be vested before you hgve access

to the money. . L ~ R Y

-~
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.. When I retire, how will ny income level affect my ability to pay insurance
premiums? How might that influence the kind of policy I buy now?

CHOOSING AN AGENT - N

You've made a decision to purchase life insurance. But how and where can you -
find an insurance agent? :

David B. Mal‘in, C.L.U., director of the Life § Employee Benefit Division é>
of Frenkel & Co., Inc., has some suggestions for your search. .He advises
prospective insurance byyers to interview several agents, and to! make sure
that the insurance company with which they will be doing business is
licensed in the state where they reside or work. LI .

Malkin explains that although an agent's length of tége in the business

and whether he is a C.L.U. or member of the Million DJdllar Round Table are
factors in the decision, they would not be his criteria for choosing, an
insurance agent. "I would be most impresssed'", he said, "by the agent who
wanted to know more about me, my family, my goals and aspirations, and who
addressed his advice to the answers of those particular questions." R

2 . .
"When seeking counsel in any field," Malkin stressed "it.is ‘the listener
~that I seek and not the talker." -

4
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F el
BASIC POLICY TYPES : \ ! &

<o

Insurance plans or policies have maﬁy different names, depending on the coverage

~ or combinations of coverage involved and the company 13;23"8 them. - They become
t

~ easier to understand once you realize that there are ju

three badic types of -
life. insurance policies: T

Term - considered 'pure protection" o
Whole Life - combination of protection and savings , , \~
Endowment - almost pure savings . | /h

In one way or another, all plans are really a combinagion of protection and
savings elements. All plans provide protection against death., However, each
of the three basic types has its own characteristics and each is designed to do

a different job. _ v e,

TERM- INSURANCE L

) g !
Term insurance provides pure protection, without’ savings features or a build-up
.of cash values. Because term protection is temporary, the benefits are payabie
only if the insured dies within a specified period of time.” It is usually taken
out for periods of 5, 10, or 15 years. Premiums are lower- than those for whole
life, and stay the same as long as a given contract is-in force. If you wish to
renew the contract, you will be charged a higher: premium, with the amount
d@bending oh your age. Generally, yo 11 not be able to renew your term
insurance palicy after you reach age 65.. Teim insurance is for persons who .o
need maximum protection at the least cost.: An example of this.is a young couple
with children who are unable to afford enbugh wholé lifle insurance at this early
stage in their lives. S .

LR

Basic.Structure of Term Iﬁsurancé:u - ' - )

There are~two basic types of term poligieé: A et
: ' ) . . 2

Level Term.- The face value of level term insurance remains the same - .

.from the’ day the policy ches into: forte until the'day it expires. i '

* ) ) Vs . - o

4 . . . ' o . - o N e
R Decreasing, or Reducing Tetrm - Your coverage ‘decreases regularlyYon a !
' monthly or yearly basis, until it eventually reaches zeTo. ,/ S
Pay g Little Moré - Get a Little More: A R N DU -
"7.\ .q ] 3 > LI 4

" You cén\bay an’ extra fee to have a clause included In the contratt which will = ¢

" uja' ~make the policy convertible-to a straight life or endowment policy witheut

[y

; . = B .
Y i e . ) 7: te *
( ~ \ ;o o«
. P 1 ‘ ° -

/" & medigal exam. Sdmetimes this conversian, period is shorter than the length:
of "the.policy, This can be seen in.a 20-year tern policy with a 10-yeafr
convertibility feature. ~If you. convert your policy within 10“years, you_do"
'\npt-hgve'to prove your insurebility‘by passing:a‘medical examination. .

Yo

’ 2 [ -
. . -
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Type g }{ Term Ihsurnnco:
N

' CREDIT LIFE INSURANCE - This type of decreasing term insurance is taken out
spécifically as protection to cover the cost of repaying a large loan or
mejor credit purchase. Incaseof thé death of an owner of this type of
policy; the insurance would pay the‘unpaid balance of the loan. The face
value of the policy is calculated to decrease as the amount due on the loan-
is reduced. . .

”~ ] CREDIT ACCIDENT INSURANCE AND CREDIT HEALTH INSURANCE - Also available as

' decreasing term insurance, these types of insurance are similar to Credit

Life Insurance and insurance which would be paid if the owner were unable

to continue working.’'. ) , .
MORTGAGE INSURANCE - This can be purchased as decreasding term, level term, |

or whole life. If purchased as decreasing term, it would pay off the

balance of the mortgage in case of death. It decreases in face value as

“the mortgage debt ‘decreases,

GROUP LIFETINSURANCE - Basically term insurance, it protects.your dependents
as long as you are with the employer under whom the plan is arranged. It
covers employees of-a compgny under one master policy. In most cases, this
type of policy includes the option to convert to a whole life policy within
31 days after termination of employment. The premiums are relatively low
and do not differ for the various age groups within the same company. How-
: ever, many people huy private insurance, either in addition to, or in place ‘
. of, the company-offered policy,’ especially if they are young and qualify for
a lower premium. In many, cases, people who do this are not sure that tz:y
i}l stay with thair presbnt employér, and want to avoid paying the higher
/;remiums that would be required if they bought private insurance later.
Also, they might want more protection than is offered through the group plan.

’ - \ ) _ .~
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" WHOLE LIFE AND ENDOWMENT POLICIES

WHOLE LIFE INSURANCE
A :

Also called ordinary, or straight life insufance, this type of insurance protects
you for your lifetime as long as you pay the premiums. It is therefore referred
to as '"permanent insurance." You pay a level 5zbmium for as long as you live, or
up to age 100. The premium is calculated to r ain the same through the years.

’ [ 4
The face amount of the policy is payable tQ the beneficiary.at-the death of the '
insured, or when he/she reaches the age of 100. In addition.to this protection
feature, there is a savings feature not included An term insurance. The tash
value of a whole life policy accumulates over the course of the years in which a
premium is regularly paid. Though it is not generally recommnended, the owner of
the policy can borrow against that cash (or cash surrender) value, at a relatively

™~ low interest rate. P . - -
! Cash Value of Whole Life Insurance: . . . ’
’ .
‘ The premium paid on a whole life Poliey remains the same throughout life,

but during the policy's early years{ the policy owner pays a higher premium -

than is required according to the mortality rate of the insured person's age :

group. This additional amount goes into a reserve fund and becomes the :>

savings portion of the life insuyrance policy. 1In'later years the premium

payments are lower~“than the mof?ality rate implies. As the years go by, and

you pay regular premiums, the reserve grows (the savings portion of you

premium will increase while the insurance portion decreases): The cash

value will equal the face amount of the policy/yﬁén‘the policyholder reaches
MR age 100, if the insured lives that long. . “t,, '

\ ., . .

ho%ro ing against Whole Life Insurance:
— - .

A policyholder can borrow against a whgée‘life policy's cash yalue.* If
this ‘is done, interest must be paid on ‘the amount borrowed begause the

(- money does not belong to the policyholder. The money belongs to all persons
insured by a& company, and the benefits_are paid from this "cash ggol," / P
or reserve fund. .The cash value belongs to ybu only if you give up your
policy. In the case of thewgﬁuthof a policyholder who has' borrowed against
his or her policy, the amount borrowed plus the outstanding interest will be
deducted from the face value of the policy--the amount to be paid to the °

~ beneficiary. « s '

A J
~ i
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* Variations of Whole Life Insurance:

There are some whole life insurance plans that oifer the same protection
a8s ordinary whole life, but the payments are different. The period of time -
.over which the payments are made may also differ. : g

MODIFIED WYOLE LIFE - Protection here is the same
but the prémiums-are lower than would ordinarily be
#  few years. However, 'they will be higher in the year

A modified whole life policy is often taken out by a person who doesn't
have the means as yet but does have dependents he/she wants to protect
with life insurance.’ A young professional with young children fits 1nto
this category.

Another modified life polic; you may encounter uses dividends to purchase

. term insurance for the first year or so, cambined with whole life. When
the dividends become large enough, they are used to purchase additional
whole life insurance. For example, a $20,000 modified policy is actually
$14,000 whole life and $6,000 term during the first year. Dividends will
allow you tq continue to purchase additional whole life insurance until
the policy becomes $20,000 whole 1ife. The premium remains the same

‘ throughout. .

LIﬁITED PAYMENT LIFE - Protection is the same as for whole life. However, .
limited payment kife premiums are limited to a specified number of years.
The payments will be higher -than those of ordinary life policies because
they are made for fewer years. But, remember that they are being made for
lifelong protection.
4 ' '
A limited payment life policy i$§ often taken out by people who can easily
- . - afford high-payments now because of high current_'income, but who have an -
: uncertain, ornot-too-secure economic future, or who don't w1sh to pay
premiums until age 100

3 An example -of this type_of‘policy is "25-payment life,'" where premiums
are paid during 25 years, although it offers lifelong coverage.
: . -

WHOLE LIFE, PAID UP AT 55, 65, etc. - This is similar to limited payment
. . 'life;.however, you specify the age by which the policy is to be pa1d up.
' After you reagh that age, no more prem1ums are required.
. : . JUMPING JUV NILE - Permanent insurance ‘is bought on the life of a child
TN younger thah 14 years old. When the child reaches 21, he/she will auto-
matically be covered by two, three, or more times the original face amount
of the policy at no additional cost. UsudMly, these policies are sold in
A - units of Sl 000. The premium for the policy remains the same throughout .
; " life. - |

. a
. . . .
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. One advantage of this type of palicy is that the .parents are protected

A ® some funds for final expenses if the child dies, and the child is
guaranteed permanent insurance for 1ife, egardless of d¢ny future illness
(fo medical exam has to be taken at age 2Y). ’

’

Jumping juvenile policies are most commoéi;\whole life, theugh they are
also occasionally purchased as endowment policies.

. MORTGAGE INSURANCE - Insurance specifically intended to cover the cost
of paying off a mortgage can be bought as straight life, level term,
or'decreasing tetm. -/

ENDOWMENT POLICIES

This policy is also considered a savings plan with term insurance, or an insured
savings plan, because it offers a strong savings plan combined with decreasing-
term insurance.

The pgoceeds (face amount) of the policy will be paid whether the insured lives .
. or dies. This is a "double promise." If death occurs within the endowment ‘)
period, the proceeds will go to the bepeficiary; if not, the face amount will be
paid to the policyholder at maturity (the end of the endowment period). This
can be paid as either a lump sum or in the™ form of monthly income. When the
’ policy matures, you a 10 longer covered by -insurance, but you are entitled to
the face value. ' ) . . . '

L

e

Cash Value of Endowment Policies

» 4 . :
Premiums remain constant and are Bayab until-ghe date the policy matures.
~ The cash ‘value (savings portion) of yojr policy will build up quickly--much
- faster than whole life, or even paid-up life (for example, in 10, 15, or 20
_years, or at age 55, 60, etc.). - ‘ . J \

' As a general rule, .the faster the cash value increases, the faster the
. insurance portion decreases, and the costlier the policy in question will
be' “\ : 13 N

An Alternate to an Endowment ‘Policy ‘

, . Consider separating your insurance frqm‘your savings program by buying
- decreasing term insurance. This covers your protection needs while start-
: ing a regular savings program to take care of your savings needs. You may
find interest rates will be more advantageous to you.

BN

If you feel that you might overlook making the savings deposits, yet still
want to-have the protection offered by this type of policy and a morithly
income or lump sum payment at maturity, you might want to let the insurance -

. ' company do the saving for you by buying an endowment policy.
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Us)\ of Endowment Policies

{

Since an endowment policy is often used as retirement income to

-~ supplement Social Security and pension funds, the time for which you
might want to select this type of plan is when you retire. Or you can
use it as payment to a youngster who has reached 18 or 21 to help meet
college costs, etc.
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COMBINATION PLANS

Families have different insurance }equirements depending on their incomes, 1life-
styles, number of dependents and their ages, and many other factors. So there
must be a variety of plans available that wihl adapt to'anq meet each family's

needs. ' \\v .

Combination policies serve this purpdse by offering a variety of coverage when
protection is uppermost in yeur mind. Special care should be taken by the
consumer and his or her insurance representative to make sure that there is an
understanding of when the protectipn ends.

These plans can sometimes be sold as.'riders" to existing ‘permanent policies, or e
' 8S 4 separate insurance policy. '

FAMILY PLAN | |

The Family Plan combines various’tyﬁ s of insurance on all members of the family,
and offers some pratection at modest' cost. Younger families in which the husband
or wife is the major breadwinner frequently purchase this type of policy.

. Coverage under the family plan will most likely include permanent protection
taken out for a certain amount on the life of the father or mother (usually wholie
life), and temporary insurance taken out in smaller amounts on the lives of the
other spouse and the children. The spouse's policy might mature ‘when the major \\\\\‘ ,
breadwinner reaches 60; the children's policies might mature when they become
18 or 21. Policigs mature when children are independent and husband and wife

no longer have child-care respoasibilities. \\\\3
All children are covered by a fﬁmily plan policy. Usually, the cost does not
. depend on the number of children, although some companies put a limit on the

number of children allowed without premium increase. A newborn child is auto-

matically covered after a specified period of time (approximately 15-20 days).

- In many cases, benefits may be limited during the first yéar of the child's life,
or for at least part of that first year.

If you already own a whole life policy and are interested in the Family Plan, 0
you can add it as ‘a "rider" (an addition or attachment to your policy) to 5
cover yQur spouse and children. The #ype of coverage available will differ

with individual companies.

~J
e
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FAMILY INCOME POLICY

This combines permanent (usually whole life) insurance with decreasing term
insurance. It provides families in which the husband or wife is the main
breadwinner with maximum protection while the children are young--when the

need is greatest. If the insured dies during the income protection period,
while the decreasing term policy is in effect, the beneficiary will receive an
income for the remainder-of this period. At the end of the income period, when
the decreasing term policy matures, the face amount of the policy will be paid.
For a small, additional sum, you can provide for the lump sum payment of /our
permanent policy at the time of death.

The possible income period starts when the policy is issued but concludes when v
the decreasing term policy ends (for example, 10 to 20 years later), regardless

of which year within this time death occurred. If the insured dies after the

main period is over, and the contract is still in force, the beneficiary will

be paid the face amount of the pollcy. but will receive no income. Therefore,

the coverage time is shorter.

/" " EAMILY MAINTENANCE PLAN ;
This plan is similar to the Family Income Policy, but it combines level and
whole life insurance. If dea:c occurs within the income period, it will vide

the beneficiary with income paymentiffsx a specified period, such as 20 years,

starting when the insured dies. , ‘
N .

The lump sum payment from the whole life policy will be paid either at the end of

the income period or, if the insured survives the main perlod of the contract, it

will be paid at death.

- You might want to provide your family with a lump sum payment upon death of the
insured person, in addition to the monthly payments provided by the Family .
ncome Policy or the Family Maintenance Plan. 'Many professignals feel that the
small extra cost of taking out a higher amount of level or decreasing term
insurance which will support the payment of a lump sum dt the time of the
ingured person's death is worthwhile. There is often confusion régarding lump
“t; payments, and families are distressed when they find out that, contrary to
#hat they thought, the proceeds of their whole life insurance policy ara not
due until after the income period ends. ' By padying a little extra to vary the
policy, survivors will not have to wait until the monthly income payments end to-
- receive the lump sum payment which may be more essential at the time of death
than 10 or 15 years afterwards. This is one policy you should clearly under-
stand before considering.

ONE-PARENT FAMILY PLAN

Some companies now offer a pla;\?ﬁﬁz protects just one of the parents and the
. children. This coverage has whole life coverage for the parent and term
¢overage for the children. This combination policy protects the family without
dupl1cat1ng insurance on the breadwinner. The plan is useful for the breadwinner
has enough insurance, but wants whole life toverage on the spouse's life and .
.-_-_.‘\\45‘i insurance on the children's lives. This plan is also helpful in cases where
parents are divorced. . oy

L

~J
&




Fact Sheet #10-C ' L. 8

DOUBLE OR TRIPLE PROTECTION POLICIES

These plans combine level term and permanent insurance. They provide you

with protection amounting to double or triple the face valde of the policy for

a specified period of time or until you reach.a certain age. - After this time
has elapsed, the extra protection (which is superimposed term insurance) expires,
and only ther permanent insurance, or the amount shown by the original face
value of the policy, remains. . e

For a small extra cbst. famities cah_have’maximqm protection when they need it
most--for example, while children are young and the surviving spouse is unwilling
or unable to work. '

e

&
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POLICIES FOR EVERY PERSON ' !
Here are some things that you might want to consider when you are buying ; .
insurance. . Remember to be reglistic about your own and your family's needs )
gnd goals.. Then buy the kind of insurance, or combination, best suited to“ ’
your individual circumstances. * v ' B v
. N\ e .
CHILDREN 3 ‘ , .
Coverage v - v
.‘ . ) . . . ’ !
1. Juvenile policy (most likely permanent insurance). ‘
2. Family policy (prdbably through term insurance; it is cheaper).
' Both of these types of coverage should have a co version privilege. ﬂgth ‘ .
guarantee future insuxability. . .
' How much insurahc; for children; what is needed?
. ' 1. Fihal expenses (burial costs, medical bills, efc.). ‘
2. Savings for education (endowment or other permgnent insurance).
)l'UDENT
C
., éverage ‘ |
1. 'Term insurance, to provide for burial costs, medical expenses zetc. ’
2. Credit life insurance, to protect parents from their childra’gﬁ.debts .
for large purchases, such as a car or a stereo.
3. Whole life insurance, to guarantee later insurability. (Students should
be careful about signing a premium loan agreement to borrow on their
\—_ first- or second-year's premium. This may involve them in a debt which
they will find difficult to repay.)
SINGLE MAN OR WOMAN, WORKING ce N\’
© ~Covenee, A _
| i.7 Term iLsurunce (same as for student). : .

2. Mortgage insurance, if applicable. . -
3. Whole life (both to insure later insurability and to provide for any
dependents who are looking to you for continuing support).

'
B .
. )
- K ) . N
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Fact Sheet #11 L v . . : 2.

) * . \ A~
COUPLE, NO CHILDREN, BOTH WORKING . ‘?} ‘ (

Consider what kind of ppngion fund and insurance oeach may have- through the .
employer.

Covorage
8

‘1. Term insurance ‘fon mortgage protection, if necessar’é and coverage for
any large debts (credit insurance). Renewability and convertibility
should be written into the contract.

2. Whole life insurance to guarantee later insurability.

COUPLE, NO CHILDREN, WIFE OR HUSBAND NOT WORKING A

Needsmay differ, depending on the ages :¥\‘Q;thSband and wife. Is a. spouse
willing and able to go back to work if the bPeadwinner dies? At what salary?
Could he/she support himself or herself? What about Social Security or
pension supplements? )

Discuss po:;}ble settlement options with your spouse and agerit. Consider a
~doyble protéction policy and other options. Remember, your spouse will’
robably need both a lump-sum payment and a regular income if the bread-
winner dies.

Coverage ' ,

1. Permanent insurance, most likely whofe life.

~

2. Term Insurance for credit, mortgage.
YOUNG COUPLE WITH CHILDREN

Both parents should be insured to guarantee the smoothest possible continuation
of the present life-style if one dies. The_surviving spouse will need both
lump- sum apd income payments. . : S '

~

Coverage . ' -

<
, Family policy.
Family maintenance plan.
Family income policy. - L
. Double or triple protéction rider on above. .
./ Term insurance for maximum amount on both parents,
- . Mortgage (probably decreasing term) on both.
Modified life.

A

NG B N

. - ) \ 4
- COUPLE OR INDIVIDUACS{?IIH GROWN CHILDREN, NO OTHER DEPENDENTS .

Thi§ may be the time to consfder cashing in insurance policies' and ﬂnvesting
that money, plus the amaunt which would otherwise be spent on premiums, at
safe but higher dinterest rates. '

I f\ - - o =
AN . | S | -



Fact Sheet #11 . : . » . 3,

MEN/WOMEN: SINGLE, MARRIED, WIDOWED, OR DIVORCED

Coverage

' - )
1. Mortgage protection insurance. B &
2. Credit insurance. B
3. Permanent insurance, such as whole life or endowment, if there are
children, parents, or others who are dependent for support.
4. One~parent family plap, if applicable. v
5. Consider owning an insurance policy on your spouse outright, or being
named irrevocable beneficiary on one of his or her policies. '

LIFE INSURAYCE AND WOMEN

force are having a grefit impact on the life insurance policy wofien need. There-

Women's chdnging roles in iety and the incréasing number o:prmeh in the labor .
fore, a few extra words should be spent explaining this situation.

)Points to Consider

Determine whether or not a woman should buy, pay for, and continue to own an
insurance policy%on her husband's life. ,Money from such a policy will not be

K included in the husband's taxable estate when he dies. In a family where the
husband is traditionally considered the '"head of the family," he will probably
be the owner of the policy. When he dies, ownership is passed along to the
wife," ifshe is glive. :

Find out what your ‘prospective policy say$ about changing beneficiaries. It
may be very important in the -case of a divorce or legal separation that the
beneficiary is an "irrevocable" beneficiary. Owning a policy on her husband's
life gives a wife added financial stability.and protection, regardless of the
future. ’ . .

Part of a family's complete estate planning. in the early yehrs of marriage
should be a consideration of the wife's financial security. Discuss with your'

spouse, -and your insurance agent or tax lawyer whether it would bé better

© for the husband to own the family insurance palicies for tax reasons. The

concept of a woman owning her -husband's policy is relatively new and not
-always completely understood or supported by many professio '

A widow will need enough insurance/income to suppor herself and her
children until they are grown. However, she may be working or have any
other income and this *gap may last until she is old ehough to receive Social
» Security benefits. She must also bé‘adequatelx funded during her own 'retire-
ment"years. This may include benefits from her own salary, Social Security
payments, her husband's pension,!gpd’fﬁgigadk -benefits. It is with this'in
pind that insurance planning is pst commonly done. s
fp , ‘v~ | ,
, \\\ *
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If a family has become accustomed to the higher sﬂhnda;d of living made’ _
possible by two incomes, basic term insurance may n e enough to help '« . °
the husband financially with the responsibilities of home and .children o
if the wife dies. "An insurance policy bought on the life-of the wife is

o

advisable, particularly if her death causes ongoing economic hardship to . o ;
family members because they must replace her contributions to household work, ' °
child care, and family life-style. N

'A nonworking wife, although: not attively salaried, still contributés:to the =
famjly's standard of living. Hexr loss might mean that her husband will have“
to provide a housekeeper to care for the children, and will have to pay for
other general household management activities.that.she had been providing.

A policy on her 1life could pay for the tare of their children, help provide

T -

for their educational costs, and provide additional income to be used in ,
their support. L N | Lo »,J//
Single women gwith 'no dependentﬁ should still consider cafrying enough insurance . /-
to cover final expenses and pay off any debts they have., A single woman's .
_policy can dlso provide protection for dependent relatives, if this is 3 '
necessary. . ' T ; ' .
\
. P . K . f L v
- Since the mortality rates at any given age are generally lower for women than .‘1
for men, premiums for insurance on women are usually lower than those for men. ' %

And as women share more equally in family and“economic responsibilities,’ insurance
coverage will have to be reexamined, and .altered to reflect both this thange in

roles and the value placed on work both®inside and outside the home. As in the . - -1
case Qf insurance for men, the kind of insurance coverage a woman carries should ' \
accurately reflect the.needs of her dependents and -the persons who woutd be -
affected economically by her death. ‘ . : o . T
N - ' . R
- : ¢ ’ ) - ﬁé
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) ".NHAT EXTRA PROTECTION IS AVAILABLE TO ME? . 1 ‘ S -

b

A _ o ‘ . . R . .
Several riders are available to you at an additional cost when you buy an - - R

“ . A ,.", c; f\} o . a; ‘Y\- _‘ R -)\
> . ,. IMPQRTANT PROVISIONS e s

>
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Planning For Protection -
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insurance policy. Investigate which riders are best suited to youffpartiéulqr e

1
N

" Guaranteed Insurabili®y - This lets you buy multiples for your present Y
" insurance coverage at later dates, without your having to proye insurability P

“benéfit," will- see to it that yo

> mneedy and income. Some of these include: .

‘Waiver of Premium - If you are disabled qr canpotnﬁay your prémiums,

some. congracts provide for your cong%gping tq pay up to six months. Affer(v .
the '

that time, the company will return amount paid during that time to you,

- and will continue to:pay the premiums for you for as long as you are
- disabled. o ) | . , s

>
at’ that time. You will pay the premium appropriate .to your age when you*
take out the additiongl insurance. This option is usually ayailable until ‘
you reach age 40. - co\ ", N L, e,
. . R VT i o AR . -3
ometimes called an "accidental death W
, , beneficiary recgives twice the amount O
of the_.face*value of th policy should you Wdie inﬁmccidon,t, _The gambling. .
aspect of this ridersappéals to some people, but ydlr family or béngficiary :
should be adequately provided for. regardless of the cause of yqur death.
If your planis.sufficient, doubIe indemnity is a needless extra ‘expense. - o

/1( .
he ot

4

‘Double Indemmity?- Fhig'clause,'

*

. . ...

9

" insurance company if you haven't paid it'ycaurself by th d of the year. - .

X m}

. When

- 'l‘ L] * - : -
Automatic Loan Provision - .This provides fo ,pament%r premium by t

- THis“is ‘done as a loan against your accumulated tash vaBe. Yol will still -
have to pay the premium, but your insurance won\t y,pse,in the meantime.
n : B B N o ] v b .

HAbPQus‘IF I STOP. PAYING. PREMIUMS? ~ - - - ' ST

&

ou sfbp paying prem}uﬁs prior to the‘péiicy mathring (either because you -~
canndt, or do not want to, continue paywent), certain provisiohs, ag/nonfor- —
feiture valuégfhwpich are written into.your contract provide. you pr tection. Y
. “ . ' . ) B . P . L e ‘ . i \k T
You «can surren your policy and can withé}aw any accumulated cash value. .

:" Cashing in your pplicy will stop y8ur insurance protection. If you cagh

‘the policy in eavly in its life, you are not likely to' get much money, because

- most of your premium dollar has been payfhg commissions and r company v
costs, and not much of it has gone into accumulating cash vaMi§. As the kK Y
policy matures, more and more 6f tRe premium contributes to the accumulation.e

' of the cash value. p : oo N |

: ’ i C- - ' oo " v
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- "You can comvert your policy to term insurance fot the length of time - e
' that the cash valup pays premiums. ‘This is the opgion which most e 7 o
insurance companigs‘will exercise automatidally th instruct -, - Yoo
‘them otherwise. The.option is' called "extended torm insurapce.” You- .. -
‘ © " might select this option if you need more protection for a-limited -
N a - period of time. . . | ¥ o 'J’ e

o~

- “covers ydu for life. Thix optiop is called "reduced paid-up whole 1ife

' "+ ; insurange.'. If you are satisfied with a smaller amount. of protection and
I want cpverage for .life, this optiont may be best for you. :

L . T . e, v " e “ .
You cag convert.to a paid-up policy )’or a rodiced amourt of insurance that

»

. WHAT SETTLEMENT OPTIONS ARE: AVAILABLE TO ME?
. , e ‘

'f . Sebt,Lement\ optlonkfrefer to ‘thlé methc;d thrqugh ihich the ‘beneh/ciary' will receive
the -payments of the ‘Proceeds frqm the policy. These provisions are written into
the -in.surgnce_cgnt‘r‘ac.t. (They gre: ‘ " ' ' :

] a
L.

el < N ; .
»Amount . or. Installme)l:t Option' - The beneficlary. is paid a specific amount ,
° until. the printipaliand Interest are used up. For-example, a spouse may -
S reed a certain amount of honey to make ends meet. .

)

. . ’ L .. L .
)\ S Time Option - The amount »‘\i"s spread over a predetermined period of time. "
. . , For examples a spouse needs the additional ‘money for a number of years S
. . until children are of & certair age, when he/she plans to go baék,,{o work \ .
' . v ‘and will not need extra income. . ) o S : | Y .-
R . _Inteérest Optiok.- The proceeds remain with the insurance’ company anil
r « parn interest. ‘This interest will: be paid he beneficiary beginning*
" at a certain time in the. futuxeé, es planned supplemental income, or ~ . .t
< £ college casts for chi}_?x‘en. A TR ‘o '

¢ *

“Annuity or Life Income Options - The pro¢geds are con erted into stxaihht .
‘life annuity. Payments can start immediat&ly for as*¥Yoiig as the annuitant
lives "or they can* start at a later specified age.. If he/she doesn't :
-reach ‘that age, nd annuity is-paid. - ‘ -k ’

' ) . . &’ - v ) s ‘
, Joint or Survi Mnntity - An j com&fpﬁid‘to the anmuitant and .spouse. ' .
for as long as e#Néer one of them is alive. There are several options T
) , available. It is best to di$cuss them with the beneficiary and your .
~ insurance representative. An annuity can begin imed’f‘qtely‘,' or be defgr}'ed

to.a later date. .| ¥ _° _ \ S \ \/

. FINAL POINTS YOU SHOULD JE AWARE OF !

'
T e . . K]

N ’
. . -~ e
- ~ e . . . . hd

?

0‘-'

Always Xhink of your ‘insurancegprogram as’part 'ef, yo r.total ¥inancial I
® plan. There isn't one ,e'x\t;dé program which fits’ everybody. Family and.
individual reeds and differences shoul be, taken,into ‘account, and your ,
. financial pléan.-and iqqurancet‘programaﬂ}uld be organized -accordingly.

-
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L"f;uBuy.1nsurance.when.you need it,™ind keep it
N

v
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Discliss. your plans not ‘only with your ihsurince~reprosohtstiqg, but with
an ateorney or other people who are experienced in_ financial planning’
Don't forget to make a will and, if You have ‘enp, to reviey it from time
to time. ; - 9 ST : *
. NI -~ ™ ) . ‘ ‘:, - - e ]
for as long as you néed it.

. As you.go through the various stages in your life cycle, adjust your

program accordingly. Conpare policies’ to find the one which offers the ’
coverageé you want at & pyice you can afford. . Compare the companies in
terms of reputation and financial soundness. - : .
Be aware tpatgupufting off“linsuranpe isn't ahjood Qniwor to your
insurance questions. ) : '
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. when he/she is
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: ) , GLOglARY op IFE_INSUR/ ICE TERMS U ’ :}j o .

A noninsurancé method of Pro-
viding income for retirement,\ .Annuities
protect-you and your family ou continue -
to 1ive. They can be pald in month;z}sh ‘
ts in addition tp Social rity
or pensiom benefits. If insurance can be
called protection against dying tob soon,
an annuity can be called prptpctlon against
living too lohg. BN :

ANNUITY,

AUTOMATIC PREMIUM LOAN. This is free oﬁ

Lharge. but the agent. has .to be\rnformed of

It is an optional provision that pays
the premium fromyour cash «wvalue-should

you miss ‘a ‘payment. It is recommended

“that ‘the loan be paid back so.that the
face value of the pollcy will be-;pduced

l

N

\CASH AALUE. Savxngs portion of, the policy
which comes from the highér premiums paid

durlng the polxcy s early years. ~ v
. ¢ s [.‘

CREDIT LIEE INSURANCE is decre 31n term

ingurance. -In cesg.of the ownpr's, degth,

a credit life insurance polsFy wodlﬂ defray
the unpaid balance of the loan. ’
M AR

CHARTERED L{FE UNDERWRETER (CLU).

Lo

-vequlvaient of an advanced college Hegree

:0Other insdrance
FLMI

for the insurance business.

,(Life Underw:iters Traiﬁing Council).

[ ] N ' -
”RILIT‘Y INCOME INSURANClE l’rotect!- the
ihsured by prov i1ng an’income at antimg

Aable toswork due to a’
dxsibi i e policies usuafly supply-
50 60 ﬁﬁf the insured's monthly income

redfpart of health insurange)
GRACE PERIOD. A 3I-day period in which the
‘insured can pay premiums that are due and
ithout paying any possible

interest penalty or submitting to a physical

- exam.

insured*s) death.

-

GROUP LIFE INSURANCE . This is basically
term insurance and will protoct your
dependents’as long as you.are with youf *«
present’ employer. It covers employees, ~
of a company under one master’ policy.
In/mogt case&\ this type of policy,

can be converted to a whole life K

policy within'.3Q days’ aftet’termination\\
of employment. The premiums' are rela--
tively low and do not-differ for the .
various age groups within the same

company . : -

 GUARANTEED ISSUE RIDER. Provides that B
~the insyred-cap purchase .additipnal ’

. insurance regardless of any medical .
impairment at cer;niﬁ\periods during
“his or her life. - i RS

' HEALTH INSURANCE. This consists of basic |

compr sive insurance N L

"Basic pays the hospltal room and*
board and surgical fees.
Major Medical paysihospit ills
ceeding the basic cqverdge limits.
ome supplementals or catastrophic
major medical plans provide coverage

_ 250,000 or more.
Co ’rq§q€31ve incorporates both basic
" and médical plans.  In addition,
}t payk doctor bills, prescriptlon
. ‘costs? and miscellaneous fees.

.~ *Médicare.provides government health
insurance for people over 65.

(2}

INDUSTRIAL LIFE INSURANCE. 6mall

insurance policies (under $1,000) that
are sold by an agent who also collects -
the premilms, usually on a weekly basis

¢

.

LIFE INSURANCE: Protects your famlly
from economic loss in case_pf your (the

hospit:l izt 1on, major medlgal, and -

re
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v
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" Fact Sheet #12

»

_“ . 7/ .
INTEREST-ADJUSTED METHOD.
policy -owner.

MDRTGAGB INSURANCE can be purchased as

'whole life, level term, or decreasing term.
1f purchased as decreasing tesm insurance,’

) A method used to
-, . compare policies! actual cost to the

¥

it would .pay off the balnnce of the mortgage

in cese of dpeth .
NONPARTICIPATING POLICIES Dividends are

v " not paid tq jnsarane poIIcyholders, the

‘company "s.profits are distributed to

- . 'stockholders inNthe form ef dividends

R guhranteed )

. this:

s -

EARTICIPATING POLICIES.
the unused pdrtion of the'insyrance
premiums to the policyholder in the form
of a div1dend (Dividends are never

-

"PIGGY—BACKT&C" Using the cash value of

13

]

an older policy to purchase a new one. “The

older policy becomes either. wérthless or .
will’ be reddhgd by .the amoynt deducted.
‘Many times the consumer dodsn't realize
.Also,. the new policy is usually

. more eﬁpensxve

~
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The company refﬂfﬂs

. TIME VALUE OF 'MONEY.

L
<.
.
- .
' 5
<
PREMIUM. This is the price you pay

for- your insurance. Premiums can be
paid annually, semi- annual]y, quarterly,
or monthly

PROPERTY AND CASUALTY INSURANCE.
Insurance that covers your’ aute, home,
other property against risk of fire or .
theft and other perils. Also available
are comprehensive .insurance plans; for
example, homeowners' insurance covering

‘fvarious risks in one policy.

This is the value
a certain amount of money would have over
a period of time (or in-a given number
of years) after it has been put to use

" to earn interest

.Y

"TWISTING". Urijustified cashlng in of
a8 policy to buy a new one, upon advice.
Think‘over yq reasons for doing this.

WAIVER OF IUM. This is a disability
benafit ch waives premiums after f1ve
or six months of disabil1ty

0
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. QUIZ FOR UNIT III -- PLANNING FOR PROTECTION: LIFE "INSURANCE

B
v

a&“”ﬁr*“ Dear Priend, | . | | ‘ \\\)r

. This quiz covers Fact Sheets 9, lOA, 10B, 10C, 11, and 12 of Unit III --
Life Insurance

* After reading the fact sheets, you are ready to complete the quiz. Feel free
to reXer to your fact sheets whenever necessary. Please follow the quiz
instructions and return the quiz in the raturn envelope. * '

v

Name ' .

Address

Zip

Instructions: A
\

-

This quiz containé\two types of questions, true-false'and multiple choice.

' \
True-false: i Circle "T" if the statement is true and "F" if the
‘ ~ statement is false. .

. Multiple choice: Select the best possible answer and write the carresponding
letter in the blank provided. s

1) T F Most insuranbe policyholders are either over- or underinsured.

2) T F The proper 1nsurance .plan takes into accoun;\::}x the policyholder's
income. \ ) -;“
. v T -
3) T F ~Your original iife insurance- policy should take care of your faﬂily s -
’ needs throughout yourvéhtire life, - _ IS

‘n

4) T F. It is a good idea but not eaSy, to comparison Shop for life 1nsurance - y/ )

S) T F Term 1nsurance arlows for a buildup of cash value aﬁd some savings

.

o

6) T F An endowment policy.is also considered &-aav1ngs plan with,ig o R

1nsurance . o« e

i ' 52) T  F Combination plans are good for meeting the needs,of the family. R
; PR o : ‘ . S
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) S ' ®
. . "J\_—_‘
8) Which type of 1nsurance policy provides maximum amount of protection
for low cost?’
)
a. endowment
b. whole life
c. term
9) A policyhoider can borrow against which type of insurance policy?
a. term ' .
b. whole life '
¢. both o
N ' 10) Riders are:
a.” new policies
b. cash build-yps
c. .additions to already existing policies ]
. .
4 . -
o«
We would appreciate the following information to help us improve our service: .
. PO [\
*  Have you used or shared any of this information from the fact- sheets or do .
you plan to do so?* \
) Yes No e
. : e . ) ‘ - =3 e
If yes or no, please explain. (Please use reverse side for your comments.)
n . e ‘:>. ' o“"\
. : ' 5
h“ ' . ‘ ) . ~ . . ’ . ' ) i ‘ ) - ’x
*Applicable only if this unit has ‘been administered through a County Cooperative
W Extension office. If not, please complete the quiz and retain for your own
. benefit and reference.
i o ron N \ |
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. YOUR MONBY MATTERS
Pinancial Aspects of Housing - UNIT IV . A ET #13

. _ 4 ' '.
{ . * . IMPORTANT CONSIDERATIONS

\

,:

. Before you make any decisions, know ALL THE FACTS.

k

first--overrule their common sense. Don't let this happen to you. Tke
emotional impact of financial problems stemming from house worries cahnot be
overestimated. ' ' C

Many ﬁoople let the excitement of buying a housc%-espocially if ie is their

* N

A main reason behind foreclosures on homes is that'pedplewbuy without realizing

all the costs involved in owning real estate.

1

SEVERAL IMPORTANT FACTORS
K ' { J

“Have you considered that you are not just buying a house? .You are becoming
‘' part of an entire community. Several factors influénce the current and future

value (appreciation) of your -house and they must be considered.
Remember, ‘buying a house may be your most impbrtant 1hvestmenx. . Take time to
consider all these factors: : : o ‘
. . Distance from job. How far is it from where yqu’work? Will you have
- increased transportation costs--repair, fuel, ‘and insurance--and is your
' present car adequate? Vo
Growth or decline. The community you choose will have a direct influence
on the eventual return on:.your investment. If it is a growing, sought-
. "~ .after community, chances are that the .value of your house will appreciate;
if it is not a growing, sought-after community,” the value of your house
may depreciate. . ~ ~ . |

. Schools. The buyer can sometimes save on the purchasing price if he/she
A needn't compete with others who want to be close to schools. Those who
' insist on being in a particular school district might have to pay a
~ premium. "
b .. MAppearance. A well-kept neighborhood, where surroundings are neat
3 " and clean, will enhance values. ' — '

. Surroundings. Are railroads and/or bus stops nearby? Are highways
planned--perhaps right behind your backyard? Is the area commercially
zoned? Are there large vacant lots, and how will they be ,developed? =
Is the value of the house consistent with others in the neighborhood?.
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or psychologically. . ‘
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Any one of these considerations need not be negative. For example, a commuter,
may want to be close to a railroad. The important point is te kndbw the
community before you buy, so that you don't get a rude awakening, economically

[ " 4

OFHER FACTORS . L -
‘ : -l . \
Price bracket. xpensive house might not appreciate as much as a
medium-priced house, just because there might not be as big a market for

it when you want to sell. ° or
Tax rate. A community with very high or steeply rising property taxes

are often the result, of a large influx of population; more tax revenues
are needed to build fnew schools and to offer increased public services.

Consider the ages of your children and how impoftant the community schools
will be for your fa$ily., Decide if the increased services are an advantage
you want and can aftord. '

CONSIDER THE PROS AND €ONS OF OWNERSHIP

Advantages
You can deduct property taxes and the intgrest portion of your ‘
mortgage payments from your taxable income. . ‘ ‘
. ' ‘ -
e - Paying eff your house is a form of "forced savings." As you pay off

your mortgage, you increase your equity. After saving gradually for

15, 20, or 30 years, you will own your home. Also, because we live

in inflationary times, it is to your advantage that your payments

remain the same. You need to realize, though, that the idea of

variable mortgages is becoming more acceptable and that these and other ’“/
> types of new mortgage options may increase in the future. nh)\!k

Because of inéreases in property valdes, many people have been able
to make a profit when selling their homes. L

. The buildup in equity can be a cushion against future financial '
difficulties and can figure in your overall retirement plans.

If you borrow, keep in mind that the interest rate on your mortgage )
loan will be lower than on most consumer-type loans.

~ If you borrow. and pay back regularly, you will establish a good
credit rating. . .
~ c ) v
.. Social aspects of home ownership are important, i.e., establishing ‘
family roots, caring for a house, using it ds it relates to a'person's
value system. ' ~ :
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Diiadvantages

L TTTTIs you take on a large mortgage obligation, you will most likely
. -, .N. =~ oblige yourself for a number of years. Many buyers overextend
: ) ()thenselves and have no funds for unexpected money needs. If you
. default in mortgage payments, foreclosure follows. N

|

‘
&

The money spent for principal, interest, taxes, and insurance will
not be at your disposal. - For example, you may have to forgo other
investment opportunities, ‘such as savings certificates or stocks’

. because of the purchase of a house. I

. v ." Your funds are not liquid. It can take-several months beéLre,you .

¥ ~ may be able to sell your house (let e make a profit). : .

! <

'In case of an abrupt move, a renter may lose one or two month's
ity rent, but a homeowner might lose much more on th® resale
7 price and prepayment penalty. This immobility, teo some degree,
s a consequence of homeownership and must be considered in major - "
decisions, such as whether or not you shquld accept; a new job that
would require moving. ' '
. ©
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- @nce you haQeléécidod that a house will be a good investment for you, stgb
| and consider if ‘you can really afford it. e ro S
_ GENERAL GUIDELINES | S . .
Thesb'}[e guidelines and points to c0nsiderzr‘ ‘ K .
' / E . :
_ . Purchasing price should not exceed two to three times the amount, of your -’
S annual salayy, depending on your downpayment, personal gircumstances, net ,
ol worth, the type of loan you obtain, etc. S .4 -

L : ‘ L K}

Monthly payments of prihcipal,“t_er‘ést, and~tax/es should not exéeed more / 4 ~ ’ .
than one week's pay--or 25 percent of.your monthly take-home!pay if you

" bu?get'monthly. . ;\1/. 3 . - | )

You may be able to safely adjust -amounts upwards to'about 35 bercéni of . .

‘\ R monthly ta{;e-hom‘e .pay if: 7 - A / N

/ .= Your spouse'will join work féree or is'already~woriing.
R - - - ' . - '. N .o -‘

o -+ - The wife is not of childbearingséﬁe, the family do&svnot plan to ﬁayé
) children or expect additional children, or both'péfbnts Plan to continue

working even if there are children, : : : o wh
P) 1 : ' o
. : -
. -¥ Increased income is expected. \ Y"
‘ N * - .- . . - N M oo
. S ) . . . .
. »” - You are young with good professional prospects. (
’ N N . v , 4 w‘ o ‘ -
'; - You are willing to substantially alter your style of living and make. ST
‘ sqprifice;é\ Can you make. do without new furniture or-rugs or other W
S \h + '"essentialS" such as vacations™r a new car for an extended period of. : .
AN time? - : S o S )
. .‘ e “‘/ , ‘ ‘ 1 . . 'Q’ N
. ~You and your family must be the judge of this. Make it g‘faMi;y‘discussion*; | -
and decision. B : ‘ » - ' <L o ,
The FHA guidofines suggest that your total monthlf‘housing,expehses shoul ' o
not qxceed'SO-percent-&f”your monthly take-home pay. The actual amoynt . .
R e will “vary according to. such factor§; as number-.of dependents, status of
o - health, personal c{fcumstances, age, etc. .~ - ° . o
’ * / Y 4 - | - ) s : . \.
o S 7
. * . { 1)
‘. y Tt o X
‘ 95 N
L
~‘ ( N y "‘ ! “ .“
Yo . . e




SR

Fact Sheot #14 T .

EXAMPLE :

[EVEN

Mr. anes takes home $12,000 a year. Divided by 12 mbnths, this is $l,000 peér
month. His mortgage paymenf at 25 percent of take-home pay would be $250 a

‘month; at 35 percent, $350 a month. .

NOTE: His total housing expehses'shOuld not exceed 50 pi;;ont or $500 per month.

MONTHLY EXPENSES '

How. do we determine how much we can afford to spend on a house each month?

A
Here's one way to figure Xt out: : ' \‘
o ‘ ‘ Example
1. Monthly take-home pay . . . . . .. . . . . . . . . .. $1,000.00
2. Deduct all monthly expeﬁses, 5}P‘E}he amount : .
you will set aside for savings.” Don't include ¥
current housing costs and u%foep © e e e e e e o .. .. 480.00
‘ *, . ' ' ‘
Amount you can spend . . Cae e ey $ 520.00

. v
0 = . . . 3N

This sum must cover the monthly housing needs shown.in the following 1ist.

Don't buy any house until ‘you figure out your approximate monthly housing

costs and whether you can afford them.

Don't forget that you will have to pay various fees and closing costs at the

. time of purchase. -

-

Include these charges in your caiculations:

Monthly~Hbdsiﬁg Costs: ' ) .
' . - ' 4

1. Mortgage payments - .
principal-portion ' “a ; N\

interest portion ,
property taxes--1/12-of annual assessment

You can kéep your mOnthiy mortgage payments relativelyiéhall by:
making the downpayment as large as possible i

. 'Stretching out the paymenis over a longer quiod of time. - ;
This will cost'more in interest but. if your income increases, you gan

pay the loan off sooner by increasing the mOnthly:mgrtggge‘payments.‘

-

R t
- .-

‘ . Vi A . { .y " - . -
/e - whHoe : . .
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v . . getting a relativély low interest rate on youf mortgage. Shop
\ , around; you might be able to save up to 1 percent on the entire
o loan

[ -\

keeping the amount of your logn in line with your overall incomé¢ and
spending pattern.

2. Homeowners' insurance
;onthly portion of annual premium (1/12 éf yedrly cost) for:
/4 - Packaged insurance, or
- Separate coverage (hail{ wind, accidths on your property, ;heft;‘etc.j

galrance costs may be included in monthly mortgage costs and paid
itly by the lender (in some states).

W

3. Propertx taxes ' ; ‘ \

uysyally property tax payments are included in mortgage costs and paid

dlrectly by the lender (e.g., in New Jersey). . .
' “ You may be requlred to give the lender two months' worth of taxes which the lender
holds in escrow. The lender can work with this money and will pay the taxes as
- they are due. -

1

Katch the local papers for new developments in “the property tax structure.
You can sometlmeq foresee increases. .
Ask yourself whether the community you are 1nterested in is a growing one which will
‘ ‘need more schools, roads, and recreational facilities. If the answer is "yes,"
it's likely that the local government will have to increase taxes accordingly.

L3

'4. Utilltles - Ask the sebler for actual utility bills \

, . .fuel for heat (ask the, owner, costs vary)
. gas |
' . telephone
.» electricity
L .4 water

5." Regular Maintenance

garden upkeep
lawn power .

e
¢ {. tools ) .
- ! painting . v Y
[ wallpaper : k
. - '+ pgarbage , _
. : 1 : . g I"- - . .
. S . /
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6. Major or minor repairs S
\ . S
. furnace and air conditioning equigpent
- . storm windoWs and doors’ -
. roof leaks
S plgmb?ng . ‘
. painting (inside amd outside) ’

Don't torget that you will nece _;o\haVe mongy not only for the purchase of the
house and keeping up with monthly household expenses, but also for expenses such
as: . . ,

moving costs . :
. «losing costs (loan origination fee, legal fees, ‘title insurance, etc.)
'.” taxey to be prepaid and put in escrow (deposit) account with the bank
property insurance paid in escrow
essentials such as storm windows, lawn mower, etc.
any immediate repairs. ’

] N -

HOME IMPROVEMENT TIP ]

Ome architect gives the following advice: don't plan any major ‘remodeling in
the first year. Large amounts of money may be involved and many times the

results prove to be disappointing. Living in the house may make you appreciate
the axisting floor plan or’allow you to make the most satisfactory plans for o ‘
ﬁé changes. . : o ‘ : - ST
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YOUR MONEY MATTERS

Financial Ripects of Housing - UNIT IV »  FACT SHBET #15

THE_PURCHASE AGREEMENT AND YOUR LAWYER
\

Once you know how much you can afford decide how much you want ta spend on a

house. A couple with grown children may be happier in a:smaller, less imposing
house eveh though they could afford more. You may be better off buying a small
home if you really prefer to have money for vacatiozgland other luxuries-:

GETTING A BETTER DEAL .

Once you set your prﬁﬁe do try to get the mast for your money: -If someone is
asking $55,900, they #ay settle for $53,000. Appliances and furnishings dre
sometimes part of the bargaxning, too. i
If the owner has to move and must sefl the housé in the middle of the wlnter, these
considerations can work to your advantage Most people house hunt in the spring
and, ‘with fewer people b;ddlng on the house, you are more llkely to get it at a
lower price. > \

When your bid is accepted, Yyou: -and the seller w1LJ legallze it nith a purchase,
agreement and earnest money. .

THE PURCMASF AbRﬁﬁMENT (The. hxample ngen is+from New Jersey, other sta&‘s' teal
estate firms might have dlfferent agreements). . .

»
! {

Any contract which 1nvolve$ real property must be in writing according to the
. 9tatutes of Frauds. You will have to sign a pprchase greement.or ""contract to,

buy' with* the s\ller and make a downpayment

Most llkely thereattofw1ll handle affairs at this:stage, espec1ally if you are
buylng through him or her. He/she will use a standard purchase agreement form.

is agreement, which.you_and the seller will sign, is a conditional sales coptract
and should, if possible, be-chedkad by your Iawyer If you do nqt buy through a
realtor, then definisely have the agreement drawn up or checked by your lawyer to
ensure that’ your 1nterests are protected :

“The purchase_+greement 'includes all the terms and condxtions of the sale. It does
’not‘g;vegybu fy title and you don't own anything yet. But the seller promfses to’
deliver the deed to you, and you promise to pay for the 'real property'" (as opposed
to "personal property") on a certaxn date if the cond1tions on the Purchase agree-
ment have been met '

NOTE There is often a clauﬁe which states the date when you must have obtained
- & mortgage. : _ -
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Fact Shget A15 ' _ 2.
EARNEST MONFY o

At this time, you will also give the seller a deposit called earnest money;

usually several hundred dollars. Earnest money is money paid in advance to bind ‘
! a contract. 1t is an assurance that you are serious in your intent to buy this
house. .

This is a serious legal stop. If you change your mind later because you discover
something about the property yop don't like, or hecause of some other reason, you
might forfeit the entire deposit.

~ CONTENTS JOF A PURUHASE AGREEMENT
\
Make sure the purchase agreement contains:

All 1tems discussed in writing., 1f the seller told you that storm windows, .
the tireplace equipment, and the washer are included in the purfhase price,
it should say so in the purchase agreement, too.

-

Final purchase price. B
(\ ‘ . How much earnest money (deposit) you have to put down. ~

How long you have to fulfill your obligations--to secure a mortgage, get papers.
How long the seller is bound. Any conditions under which the contract can be
voided 1if, for example, you can't get a mortgage). '

LY . Any "casement}or restrictive covenant" on the property. This refers to anything
that will restrict your freedom of actlon regarding your property.
'Any leftover mortgage, if applicable. (This is an oldlm)rtgugg which will be
rolled over to the new owner, who then makes payments to the previous owner.)

Contirmation that interest and taxes are toke prorated to the date of closing.

)

" What happens if you fail to complete your part of the agreement? For instance,
you change your mind and refuse to buy the house even after all the terms of
the agreement have been met by the seller. If noted in the agreement, the earnest
money will be applied as '"'damage" payment to the seller or broker. In some instances,
you may be forced to buy the house. '

N&EDING A LAWYER

The legal langpage involving real estate is about 900 years old. This is a very
good reason td hire a lawyer; heAshe can explain the terms to you. !

@

Another réason for obtgining a lawyer is that you pay him/her to look out for
your interest and to advise you if problems arise.
[

1_(}{) - S :
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Your lawyér‘wrll search the title, make sure that it is "clear" and that there
are no "clouds" on the property. This is finalized by getting a title -abstract--
recorded history of the property--from the county Recorder's Office.

”Clear"——Property is cleur\uhon there are no possible claims which could at at

B Ay P

later date be made against the new owner which, in this case, 15 you,
]
An example of unclearrproperty:4
Fifty years ago 'somcone .in the family did not sign over the deed to a new
v purchaser. The heir could show up and claim the property. These things
: do happen. . .

L .
""Clouds'--Recorded or unrecorded restrictions on your property, or a recorded
‘ .or unrecorded privilege of a neighbor making use of your property (easement).

\

Examples of possible clouds are:

No permissions to build on the property or add onto the house, or
restrictions as to the use of the property.

An "easement' on the property - for instance, the next door neighbor
used the driveway or passed over the backyard for many years and thinks
he/ has the right to do so in the future. '

Even when the title appears to be clear, an agency lending you money to buy real
estate will usually insist on title insurance for the amount of the loan to
protect it against future claims. It is to the buyer's benefit to get title

‘ _insurance fdr the total value of the property to protect himself/herself. also.
The cost is less if both policies are paid at the closing or settlement.

-




‘ » | YOUR MONEY MATTERS
Financial Aspects of Housing - UNIT 1V FACT - SHEET W16
. . . - °
THE~t}.0SING

This is the big day, the day of the property transter. Buyer, seller, lawyer
(in some states), and real estate agent usually meet for the closing.

When you meet with the seller in your banker's or lawyer's office, after closing
costs are settled, you are given a deed, or mortgage. Now you have possession anq
title to the property. ‘ '

The deed must then be recorded in the county clerk's office. In most cases your
lawyer will take~care of this.

The seller will pay the agreed-upon commission to the real estate broker. This
is usually 6 to 7 percent. The seller will receive whatever is his/her share

of ownership in the house. This equity is the purchase price minus what is still
owed on the property and closing costs.

CLOSING COSTS AND LEGAL FEES

. Most new home buyers are amazed that closing costs are so high. Find out from your
lawyer or real estate agent at the beginning what the approximate costs will be. °
According to the Real Estate Procedures Act, it is the lender's responsibility to.
indicate the approximate closing cost to the buyer; you attorney can furnish you
with the remaining cost estimate. : :

| As la general rule of thumb, your closing costs and legal fees will amount to

~ approximately 1 to 3 percent or more of the purchase price (These are only guide-
lines as the cost varies from location to location, and states differ in ¢losing
costs that the buyer and seller must.bear.) The following fees ar¢ likely to be
included: ‘ :

Title insurance--To protect the lender and buyer against possible losses
due to claims by other parties to the property's rights. "

§itle search--To search into the property's: history where all claims, liens,
etc., have been recorded. Before.it insures a client, the title insurance
company will insist on a title search to see if the property is‘free and
clear of all claims. ~
) ,

. Mortgage insurance--To protect the lender iin case you default in your
. . mortpage-payments.

Survey--To check the accuracy of the land description, and possible

illegal encroachments on the property.. : . \
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‘Recording fee--To record the mortage and the deed.

' . Credit-reporting fee-~To find out” about your credit rating and standing.
Appraisal‘fqe——To evaluate your property. Your lender will tnsist on this
appraisal. ’ ) \ \

Buyors' and- sellers' lawyers' fees--Ask a mortgage banker, reul\gstﬂte broker,
or call several lawyers in your area to learn qurrent fces. ‘

Don't torget that your mortgage lender is likely to require that you make a two-
months' deposit on your property taxes in advance as ¢scrow. &

LEGAL PAPERS INVOLVED e
The deed--The legal document that transfers the title ("ownership') from
the seller to you, the buyer. .
: {
«
The mortgage note or bond--This contains: .

- your unconditional promise to repay the loan. 4 -

- specifications as to the speci{ic sum to be paid per year. ‘

- interest rate of loan.

- an agreement on. what happens if you should default “(the ‘entire amount
may become due and payable at once).

- a promise that you.will have the premises insured, pay taxes, and keep

(\ the premises in reasonably good repair.
- a statement that the note is secured by a mortgage. )
The survey ' v

The title insurance policy

The mortgage--This is your pledge of the property to the lender and is
his/her security for granting-you the Mbrtgage loan. It is your loan
contract with the lender. . ;

’

THE MONIES NEEDED FOR BUYING A HOUSE \ *

The buyer will pay : ' .

closing costs (including lawyer's fees). Amount varies and depends on
price of house, amount of search done, etc.; approximately 1 to 3 percent
of the house ‘price.

possibly points charged on loan. | ‘ )

¢ 13
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any possible adjustments to be made; for example, you will have to .
reimburse the seller for the taxes he may have prepaid or vice versa.

insurance if payable in advance.

property .takes if payable in advance."

purchase price to the seller. The purchase price will usually consist of: )
A

-

1. The carnest money paid at the time when you signed the purchase
agreement . '

The mortgage loan (amount you borrow from the bank or other lender;

. this money is paid by the lender to the seller).

to

3. Any additional cash payment (downpayment). Usually the earnest money
and mortgage loan do not equal the purchase price. \

Escrow funds deposited” with the lender or with a third party. This sum
secures the lender against nonpayment by the borrower on items such as
property taxes, hazard insurance, and any property assessments. . !

. A TYPICAL EXAMPLE

Let us look at the following example. You are buying a house for $55,000.
- $55, 000 total purchase price
-2,750 earnest goney (deposit already paid) '
352,250 ~ /
. -43,000 mortgage loan secured _
: 12,250 additional.downpayment needed
+1,375 ~ all closing costs and lawyer's fees

__+ 380 extras (adjustment, escrow, etc.)
$14,005 CASH NEEDED ON CLOSING DAY
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4 YOU HAVE OTHER HOUSING CHOIC§§ .

-

If you cannot or do not want to invest money in a single-family house, what other
N choices do you have?

-

THE MULTIPLE-FAMILY HOUSE" '

’

Many people buy a two- or four-family house and rent out_ome or more apartments ///

to help .with monthly mortgage payments.
The advantages include greater financial security for the future and reduced
housing costs for the owner. But there are also disadvantages ta owning a
multiple-family house. Some people feel that they do not have enough privacy and
that the tenants do not take care of their property. Tenants may call on the
owners-frequently fQr very minor reasons. Sometimes there. may be ill-feelings
because of the tenant-owner relationship. ’ -

THE COOPERATIVE

' The land and building are owned or leased by a corporation, which in turn leases
space to its shareholders. You, the shareholder, will have ownership rights in
the entire apartment complex as you hold stocks in the corporation that owns the
building. You are also entitled to a long-term lease on your unit. Since you
own a proportionate share of the &ntire complex, you will pay your proportionate
share of all costs. The following are figured .as costs:

the principal and interest on the mortgage loan (taken out by the corporation)
taxes , : '

insurance ' . : o v
maintenance and repairs

salary for superintendent and manager
landscaping

~

The abov® costs will vary with the vacancy rate. The more units oc%upied, the less
you pay proportionately. If units are sold at less than they cost, this loss
will be shared by all sfoekholders and vice versa. } '

- Nith this type of ownership, you are often' involved in policy meetings. Be sure
you want this commitments~ Also, majority consent is required befoye you can sell
« YOUr unit, and the shareholders usually vote on anybady aboﬁt to purchaSe a unit.

THE CONDOMINIUM

If you want to combine ownership with convenience, a condominium wmight be the
. right investment for you. . ‘ ’

L4
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Fact Sheet #17 o . 2. .
A condominium offers the feeling of ownership but, at tS: same time, carries

1‘55 responsibility than owning a house. It may also b& acquiyed at less cost.

You will be the sole owner ¢f one whole condominium unit.

[t you cannot afford tey pay cash, you will obtain a mortﬁagé and get title to the
property and a deed. You will usually pay taxes and insurance cither directly
or along with monthly mortgage payments .of principal and interestc-to the lender.

. /
' The land on which the condominium complex is situated and all facilities used in
common, such as-halls, grounds, and laundry, are jointly owned by all.
*
You can usually sell or lease your condomindum without permission of others. The
property taxes and the interest are tax deductible.
+ t »

-As with the cooperative, you will pay a maintenance tee for cleaning and upkeep
ot the common areas, ' i\

SN
i

. A

s THE MOBILE UNILT ,
Another increasingly.popular chaice is the mobile unit. 1t offers ownership and
privacy at a relatively small expense.. [t solves the housipg problem for many,
especially those with low budgets and small families. ’

A mobile home can be purchased at relatively low cost, as the land is not included - .
in the price. .

[n a mobile-home park, you pay a monthly rent for the use of the property. lobs are -
usually small, so rents are relatively inexpensive.

Maintenance costs are also low due EQ\§mall lots and size of mdbile homes.

[n some states you may be able to purchase a home in a mobile home subdivision,
which means that you would own both the home and the land.

Consider the disadvantages of a mobile home, too: "

e home usually depreciates (loses value) faster than a single-

A mobile home's lifespan is shorter. 1In inflationary times a
mobile home, if located in a prosperous neighborhood and kept up well, can
keep up with inflation and depreciate more\?lowly or even appreciate.

If the unit is in a mobile-home park (and most are), you do not own the

land. ‘ -
i . ’
. ~Mobile. home loans are installment loans extended for a shorter ‘time period
>~
. than mortgages for houses.
The interest on mobile-home loans will usually cost more than interest for
mortgages. - J "
‘ 4
8
- [ . | ] -
v ’ -] :)5)‘4
o '
/




Fact Sheet #17

_v“.

‘ Carefully examine the site of the mobile-home pdrk. Check for maintenance,
.deterioration, safety, etc. '

You will hdve a small.yard and no basement, although/some moblle homes are
put on a toundatlon or basement.

Be sure 'you " have a space reserved at a mohlle home park before you
purchase a mobile-home unit. . :

[N

Local ~onxng regulutxon> sometlmeq forbid mobile homes on any prxvnte-
property. Inquire before you’ buy.

REMEMBER: [ .

In any form of home ownership, prices flugtua‘e with supply and demand.  You can
sell at a loss or a profit depending on the market. T~ .
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IN'S § OUT'S OF HOMEOWNERS' INSURANCE

WHAT IS HOMEOWNERS'INSURANCE? - - ‘

Various fypes of insurance are available to homeéwneps, tenants, mobile home-
owners, conlominium owners, and shareholders of cooperative apartments, with
the type of policy adapted to the needs of each.

~ ' . C o .
Homeowners' insurance is a packaged insurance program. You can choose from
various forms, depending on thg number of risks you want to be insured against,
and how much money you are willing to spend,
TYPES OF POLICIES ,
5 3
Basic Homeowners' Policy (HO-1)
Protects you against damage or loss from fire or kightning; windstorm or
hail; smoke; vehicles; burglary and theft; explosion; aircraft; vandalism )
and malicious mischief; breakage of glass consisting as past _of house (not zﬁ
included in HO-2 and HO-3); riot or civil commotion. ’gﬂ
’ Broad Form (HO-2)

-

Will cover you against the basic 11 perils, and 7 additional perils, e.g.,
damage from falling objects; ice, snow; sollapse of building, or any part
thereof; freezing of plumbing, heating and air conditioning systems, and
domestic appliances; accidental discharge, leakage or overflow of water or .
steam from within a plumbing, heating or air conditioning system or domestic
appliance; tearing, cracking, etc. of hot water heating system or appliances;
injury from electrical appliances, wiring, etc. (TV and radio tubes not
included). :

Comprehensive Policy Form (HO-5)

+

An all-risk policy (also more expen51ve than HO-1 or HO-2), which means

that the individual perils don't have to be listed. You are covered against :

all risks, except those specified in the policy. Excluded, for instance, \

are floods, earthquake, backing up of sewers, tidal waves, war, etc. (Do

consider buying flood insurance if it is available in your commynity and
" if yourarea is flood-prone.)

-
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The foliouing liability coverage is also included in every hémeowner's plan:

* »

o~

. Persondl Liability Protection L e \\\*

: Covers you if someone is injured on your property and you are held responsible
) or if the property of others is damaged (you happen to break a neighbor's
vase, or your child throws a ball through a window). The insurance company
will pay the legal costs involved in a court suit and whatever court settle-
. ments ‘are reached up to the limits of the policy. ‘

-Medicqlrpayments Coverqgg. )

Designed for smaller injuries occurring on your property or. involving you
RN and your family in some way even if occurring elsewhere. Payments are made
by your insurance company, regardless of fault, up to the limit of your
policy (usually several hundred dollars although larger amounts can be
_ purchased). Examples: Your dog bites a neighbor, your child hits and
e injures a friend in a fight, etc.

+Ask your insurance agent about separate coveragstif you have people working
for you on your property (cutting grass, baby sitting, cleaning your house,
etc.). This will protect you in case they are injured on your property and
‘you are held liable. ' :

* ADDITIONAL COVERAGE ' .
T " Floaters
. Separate "floateps"'can also be bought to protect personal property of value
greater than what would be included in the homeowners' policy--more than
ha " $1000, usually. Examples: silver, jewels, furs, antiques, art collections,

_etc.

Theft Coverage and Liability Protection

If you do not want the homeowners' packaged insurance plan or cannot obtgin
it, this type of policy can be purchased separately as an alternative.
However, it must include one of the following: .

‘Fire Insurance--covers you against fire\and lightning.
Fire and Extended Coverage--covers against fire and lightning
as well as wind, hail, smoke, vehicles, explosion, etc.

¥ PROPERTIES COVERED IN A POLICY

o

Your house, garage, and other private structures (not for business) on your land
are always covered. Many people are underinsured because they base their insurance

~
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Fact Sheet 18- S 3.
on’ market valué. Insurance should be based on replacement cost--what it would cost
to rebuild the same house with today's labor and material costs. Your insurance
agent has the means to calculate replacement costs,

It is recommended that you should ‘carry insurance on 80 percent of the replyce-
ment value of your property so that the insurance company will reimburse you in
the entirety for partial losses. If you do not mebt this 80 percent co-insurance
¢lause, you will only be reimbursed for a proportionate share in case of a partial
loss. In case of a total loss, you would be paid up to the limit of the policy.
But be aware that most claims are for partial losses. For example: Your .house |
(including land) has a market value of $38,000. «Your insurance broker tells you, '
after careful calculationsy that your particular house, with its special features,
cannot bhe rebuilt tor less than $55,000 in today's market. You should thén carry
insurance for -at least 80 percent of $55, 000, not just on $38,000. You may want

to carry insurance for as much as 90 percent of replacement costs as an inflation
guard. . ' '

If -your home cannot be occupied because of damage caused by-a peril you are insured
against, your houweowners' policy will take -care of the additional living expense
of hotels, - restaurants, etc., up to the limits stated in the policy.

The contents of your housce are also insured under a homeowners' policy. Be aware
that your insurance contract will 3lways have a depreciation clause for furniture,
household goods, etc. 1If you own, expensive silverware, jewelry, antiques, art,
ask your insurance agent about a ''personal property floater" in addition to your
general policy. Make sure that you have an itemized 1ist of all your belongings
in a safe place. [In case of theft or fire, this list will be your proof of what.
has been lost. You may wish to take pictures of furniture, silver, etc. Pictures
and copies of household inventories need to be kept in a safety deposit box.

A POLICY FOR THOSE WHO RENT (HO-4)

If you live in an apartment or rent the house you occupy, you can insure your
household contents and personal belongings under the Contents Broad Form, or

Tenants Form (HO-4). This policy includes the same 18 perils covered in HO-2.
Since you,do not own the dwelling or private structures, they are not insured

. under HO-4; however, your policy does provide coverage for additional living expense.

A SPECIAL FORM (HO-3)

If you want the greatest possible protection for your dwelling, but do not want

to pay for this same extensive coverage -on personal property, consider purchasing
&y Special Form (HO-3). This provides the same coverage for the dwelling and
private structures as does Comprehensive Form (HO-5), while covering property

for the same perils as in the Gontents Broad Form (HO-4) .
. ’
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ADVANTAGES OF HOMEOWNERS' INSURANCE

The advantages of a packaged homeowners', tenants' or shareholders' poli
are that:' G i
M 1)
it {s less expensive. | -~
“it is easier to Schedute (budget) one payment.
it 15 less canfusing--one policy covers everything.
. I

"Know the perils you are insured against, and don't .be underinsured!

’ «

For comprehensive information about propgrty insurance in general, send
a free copy of A.FAMILY GUIDE TO PROPERTY AND LIABILITY INSURANCE from

for

Insurance Intormation Institute, 110 William Street, New York, N.Y. 10038,
\

or ask your real estate agent. 7/

S/
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WHAT'S IN A MORTGAGE? GET TO KNOW THE TERMS '
You are ready to buy a house. Yau will probably need to apply for a mortgage.

Most people can afford only a caeh downpayment when they buy a house, and have-to
financé the rest of the purchase price through a home mortgage loan. .

Some people let the excitement of buying a house--especiall& if it is their first--
overrule their feelings of caution. Yet the emotional 1 ct of financial problems
stemming from house worries cannot bé overestimated. A maly reason behind fore- '

closures on homes is that people buy without realizing the total cost of ownership.

Have you figured how much you can really afford? Your monthly expenses will
inc ludf: .
mortgage payments v
taxes
insurance
utilities ‘
house maintenance and repairs , - -

VARYING INTEREST RATES .,
]
It pays to shop around for the most advantageous interest rate and contract térms.

Interest rates will vary: '
with different lenders. -

with the size of the.mortgage and the amount of downpayment. (The
larger your downpayment, the .smaller the net exposure of the lender .
will be. Thus, the interes@~rqte will be lower.)

‘ .
with general conditions in the money market. (if the dehand for money
is stronger than the supply, interest rates will go higher, and vice versa.)

with the type of mortgage--VA, FHA, conventional, etc. |

In the past, the practice has been to have interest rates remain the same for the

lerigth of the mortgage contract. Some mortgage loan .contracts now contain a .o
variable interest rate clause which allows interest to be raised or lowered -

according to the general interest rates in the money market. Other types of .
mortgages are being tested and may become available in the future. It will pay to

ask about types ard costs of mortgages available and to determine the advantages

and disadvantages for your situation.
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2. ,
% IDEAL FINANCIAL TERMS
There are many terms ‘and facts that you should be aware of when shopping for\g
mortgage. . : ‘ ' ’ : '
* - Y
$he most favorable financial terms,‘regurdless of where you get the mortgage,
usually ilu:lpde: - :

a large downpayment from you (except in times of prolonged inflation).
8 I y I g

L4

/
/

the lowest interest rate uvailablqﬂ \\_
\ . as short’'a mortgage period as yoy can comfortably fit into your
spending and savings glun; the shorter the period, the more you v

save on interest charyjes, which/can amount to thousands of dollars.
/

no prepayment penalty clause.
' »l . LR}

no escrow requirements by bapk (however, escrow can be a form of
"forced savings").

Remember, you are oftering the proporty as collateral for the mortgage loan. If
you detault on payments, the lendihg agency will foreclose.

-~

WHEN SMALLER PAYMENTS ARE RI'(}H'I‘ - . : ' ‘)
{

You may need to consider a loay which can be repaid with smaller monthly payments
over a longer period of time (Although you will pay a higher interest rate and
more money for interest): 1f/tncome increases over time, you may be able to make
additional payments to reduct the principal. In times of prqlonged inflation
you will be paying off your/loan with cheaper dollars. This might influence l

< against paying off your logn early.

° REFINANCING A MORTGAGE

This is changing or reptgotiating a loan with different terms. Usually this is
.done ta decrease the gmount of monthly payments, over a longer period of time.
Another purpose might/ be to use the equity for some other purpose. The interest
rate at the time of fefinancing is usually changed. ‘ ' ‘

PAYMENT BREAK FOR XOUNG AND OLD FAMILIES

A relatively new/option offered by some banking institutions ‘and savings and loan
associations allows the buyer to pay interest only and no principal during the
first five yeafs of the loan. This option is intended to make it possible for
people with a/limited current income but potential for greater future income

to purchase A house. ' g ‘

- Graduated payment .mortgages (GPM) where the buyer makes smaller payments earlier
and largeY payments later, are another option available from Savings and Loan
Assdciatfons ‘and banks which are authorized to offer them. However, not all .
Savings/and Loan Associations and banks offer them yet. -
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Anothor n type of mortgage in>thc reverse annuity mortgages which, if available,

allows oKder homeowners to use their equity in their homes to pay for their

mortage. \ , _ \\

Variable rate mertgages, where the mortgage rate fluctuates with the in€§£:§t rate
in the money market, is another-option that some financial institutions‘ i
Calttfornia twhere it can be offered).are experimenting with.

The decision to extend such terms will be made by the lender on the merits of
cach application, . ‘

Consumers need to understand that with this type of mortgage, they will make
payments tor tive years, and at the end of that time, they will still owe the same

amount ot principal. «

\
PREPAYMENT PENALTY CLAUSE .
Sometimes people want to pay oft the mortgage at a faster rate than stated in the
contract in order to save on interest paymentyg. This clause tells you how much of
the loan you can prepay each year without a penalty, and if you pay a penalty,
how much it will be. A penalty is. charged by the lender to cover his or her expenses
when you change the original terms of the loan within a specified time. Be
expectally aware of this if you are likely to move frequently. For example, in
New Jersey there may be a "3-2-1 Clause" included in the coftract, allowjng you to
PFepdy a certain amount per year (approximately 20 percent). . If you prépay over

and above this sum, you would pay the following maximum penalty according to New

Jersey law:

3 percent of the face amount of the\mortgage in the first year\

AN

2 percent in the second year, : ‘ '

4 percent in the third year, and nothing thereafter, ,

A <conventional loan may or may not have a prepayment clause. When seeking a loan,

it 1s to your advantage to ask for a prepayment clause allowing repayment ahead
of schedule without a penalty or fee. ) (

f you obtain an FHA mortgage, there is no prepayment penalty up to 15 percent of
original loan in each year. With a VA loan, there is no penalty whatsoever.

A LOAN

This means that you make periodic payments (usually monthly) of interest and
partial repayment of principal’/during the entire loan period. These payments
remain the sameé¢ over the life of the loan, and so will your total monthly payments
unless taxes and insurance costs increase and they are included in your monthly

payment to the bank. Since you pay interest only on what you owe, the interest _ .
gortlon af your mortgage is largest at the beginning when your outstanding debt
S greatest, .

Va
.1_!‘1 S .
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>

In the middle and towards the later years of the loan'period, you owe less,
therefore the interest portion is less and the principal portion is largest.
ASSUMING A MORTGAGE . \ .

_._»\’ —~— ' r

Somotimes you can assume or take qver an existing mortgage. If the seller has
owned his or her house for several' years, it s likely that. the existing mortgage
has a lower interest rate. However, you will need a larger amount of cash for -
the downpayment--the difference between the purchase price and the balance due
on the mortgage. If a large amount of the existing ‘mortgage tias been paid by the
owner, and the property has appreciated, the Qifference may amount to a large sum
of money.

N\

\

BORROWING CASH FOR THE DOWNPAYMENT

-~

. It is considered risky to obtain a lean and use the cash a= yqyr downpayment

when buying a house. You nced to asf yourself, "If I do not hdve the money now,

will T have it when payments come due?" _
, ¢

LATE (IIIAR(;IES :

Read and understand the penalty for late mortgage payments. Unless a grace period

is granted, the entire unpaid balance on the loan is immegdiately due in most

instances..

MORTGAGE HELP FOR WOMEN 3 . N

Women or mar;iéd couples who have had difficulty obta%ning mortage money may be

helped by new legislation. The new Federal Community and Dewelopment Act, Title 8,

Public Law-93-383, as amended, forbids discrimination on the basis of sex in the

area of mortgage loans or in selling or renting a house or apartment. This is

also the case under the Equal Credit Opportun®ty Act.

Married couples should take note because the income of both husband and wife must
be considered in applications for feleral mortgages. .

For more informat.ion, contact any office of the U.S. Department of Housing qnd
Urban Development. -y :
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TYPES OF MORTGAGES *

- s You've found the house you think yould like to buy. Now you.are concerned about
how to finghce it anﬁhwhat type of mortgage to get. Which is best? What are the
difterences between the various types? - '
CONVENTLONAL MORTGAGE _ _— ‘
-Savings and loan éssociations, savings banks, commercial banks, life insurance
companies, and other private lenders offer long-teym mortgage loans. The real
estate you are buying is used as security for the Ilender.

A tew points to remember about conventional mortgages are:
About 3/4 of all mortgages are financed the conventional way.
You are eligible if you have a gaod credit rating, the required downpayment,
and enough income to handle the monthly payments.
. The average loan is approximately 75 pergent of the purchase price. This
. means you have to pay the balance--1/4"to 1/3 of the price--in the dOWn-'
payment . : '

Savings and loan associations and banks often hold to a general rule: not
more than 35 percent of the buyer's monthly net income should be used for
the mortgage payments (ine¢luding principal, interest, taxes.)

Usually mortgagesallow‘ZS- to 30-year périods for repayment. - You can arrange
for a longer period. Although your payments will be slightly smaller,
interest costs will be greater.

Mortgage rates change periodically. They are generally,influenced by the
state of the economy, and the interest rates in the money market. In
particular they depend on the size of the loan and the amount of the down-
payment. It should be noted that within the mortgage market, there is a
range of flexibility from one lender to another. Consumers need to shop
around and compare mortgage interest rates, amount of downpayment required,
repayment- terms, etc. For example, in 1979, a bank in New Jersey determined

the interest as follows: . . .
AMOUNT OF DOWNPAYMENT . MORTGAGE INTEREST RATE
. 25 - 39% Down 10 1/2%
' : _ 40 - 49% Down \ 10 1/4%
50% + Down 10 ’
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4

. You will have a short waiting time to find out if your loan applléatlon ’ '
" has been approved (approx. 2-3 weeks). - -

Be aware that,the-co;ts of processing the mortgage loan will differ ‘
somewhat from lender to lender. _ \ f

Most likely you will have a prepayment penalty clau%e in your contract
(dependlng on the state).

For more specific information as' it pertains to you and your family, contac¢t an
officer in the mortgage loan department of a local bank or savings and loan asso-
. Clation.

If you find that you are not eligible for a conventional mogtgage, you mlght want
to apply for a VA or FHA insured loan. Your local banker will tell you which
financial institution handles these loans.

-
VA MORTGAGE

The Veterans Administration is a government agencysyﬁich guarantees mortgage loans,
[t promises the lending bank or agency that, in caye of forecldsure, it will pay

the lender 60 percent,. up to a maximum of $25,000. '
Eligible veterans should inquire about this type of financing. A veteran can request
and obtain a certificate of eligibility from the Veterans Administration, then find

a house and go to the lending agency to apply for a loan. The bank then inquires

about the veteran's wages and sees if he, as a prospective buyer, can "gﬂrry" the
house. ’

Severel points to keep in mind about VA mortgages include:
. . Usually no downpayment is required.

3 . . There are usually lower interest rates, but the buyer may have to pay a
loan origination charge.

The seller may also be charged. For this reason, the seller may increase
the price of the house for VA mortgage consumers. «

N ‘e
Repayment time is up to 30 years.

There is no prepayment penalty. .
There is no cost for mortgage insurance,premium.

For ‘further 1nformatlon wr1te to the Veterans Admlnlstratlon s reglonal office
nearest you.

1 . -~




to buy? Maybe you can bring the price down.)
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FHA INSURED LOAN - '
' | L]

' The Federal Housing Administration is% govermment agency which insures loans

and guarantees the lender that. it will pay certain losses in the event of fore-
closure. ' ~

y

The FHA helps people who might nat otherwise qualify for a conventional mortgage\

loan because they do not have enough income or money for a sizeable downpayment.

L ]

The FHA appraises the value of the house and gives thi3 information to the bank

L4

from which you are seeking a mortgage. (It does not '""fapprove' them as is sometimes

misrepresented.) Ask the lender what the appraised value is. Then you will know
it the price which is being asked  for the house is in line with the market “value. .

(Example: Appraised value.is $49,000. Seller asks $55,000. Are %pu still willing

Your/bank or savings and loan associatidn may handle FHA insured mortgage loans.
Churacteri§tics of FHA insured loans (subject to change) are: ‘
Downpayments are smaller, as low as 5 to 10 percent.

The repayment time’ period is as long as 30 to 35 years.

) \ . ) ) \_/
The buyer can repay up to 15 percent per year without incurring a penalty.

. The buyer . is sometimes charged a lower interest rate because of the lower

risk to the lender.

' -

A mortgage insurance premium of 1A of 1 percent on the declining balance

of the loan will be charged.

The buyer can also be charged the maximum of "one point." One point is .

considered to be one percent of the mortgage. (Example: Mortgage is
$35,000, 1%= $350=1 point.) You also pay an application fee. :

The seller will often increase the price of the ho se, and indirectly pass

the extra charge onto the buyer. This is because the lender may charge the

seller additiona1 points when FHA loans are secured.

There is often a longer waiting time for mortgage apprxoval. It can extend

to a month or more.

»

For further infQrmation and literature on: federally insured mortgage loans, write
to the Department of Housing and Urban Development, Federal Housing Administration,

in your area.

-
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PRIVATE MORTGAGE INSURANCE

If you can only af rd‘; small downpayment, you might need a larger loan than you
are able to obtain with a conventional mortgage. Private mortgage insurance (PMI)
companies will insure tfe mortgage loans «f qualified applicants. Although you
will pay extra fow fhis insurance, the availability of private mortgage insurance
reduces risks to the lender, who will then be able to extend higher percentage
loans to you than their typical lendlng policy would hormally permit.

EXAMPLE: The bank requires a minimum downpayment of 20 percent. A qualified

applicant who does not have tflis downpayment, but tcould put down 10 percent, could.

- thus apply for a conventional mortgagefoan with private mortgage insurance.

Since houses are increasingly expensive, many families find themselves priced ou

of the housing market. Young families frequently cannot afford the required
downpayment. Private mortgage insurance enables those families, where the breadwinner
has a "promising'" future but not the present income or downpayment to go along with
it, to obtain a mortgage. '

Points .to keep in mind about this type of mortgage insurance (subject to change)
are:

Qualified applicants may be able to get loans of up to 95 percent of
purchasing price with private mortgage insurance in times of 'easy credit."

Loans will be insured up to $36,000 on a 95 perceNy loan, and up to $45,000
on a 90 percent loan.

You will pay a premium to obtaxd/thxs insurance on a conventional loan.
This Will either be a flat fee (approximately 2 percent) .or about 1/2
peruent of the md%tgage in the first year and 1/4 percent thereafter.

Ask your lender if he/she handles privately insured mortgages; not all lenders do.
FARMERS HOME ADMINISTRATION MORTGAGE

This type of mortgage loan, administered by the U.S. Department ofixﬁriculture,
is designed for low- and medium-income rural families who need housing but cannot
obtain or afford it through regular channels.

Characteristics of this loan (subject to éhange) include:

The interest rate is as low as 6 percent. .

The maximum payment period is 40 years, while the minimum repayment period
is 33 years. . .

There is no downpayment required.
The amount of the loan is based on the applicant's eligibility.

The mortgage is insured. :l ,()
L

/

A\J
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Note: Please be aware that mortgdge terms and interest rates can change from
¢ time togime according to economic- conditions. .

<
. ‘ *
’ q o
For more detailed information, contact the regional office of the Farmers Home

Administration in your area.
F

o ‘ R
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. FINAL. THOUGHTS ON MORTGAGE
.\ . N -
RISKS OF ADDIKIONAL FINANCING o -

There are certain facts you should keep in mind when considering the possibility
of additional loans on your Qomc.
\ .

HOME IMPROVEMENT LOANS

Banks and -savings and loan associations and sometimes credit unions can make FHA
Tit}e I and similar loans if you need to finance large repairs or want to build

an addition to your house. You will need some form of documentation as to the
nature of the improvements you are planning--an estimate from a roofer, for instance.
The risk to the lender is greater with this type of loan than with a regular first-
"mortgage and you will most likely be charged 3 to 4% more than the going rate for
a first mortgage (for example, a 104% interest rate oy the first mortgage and a

12% rate--even 14% or morc--on the home improvemeni/}ian).

lYou pledge any equity you have built up in the house as security for the loan. You
&ill have a second lien on your property in additi to your first mortgage. You

still hold the title to the property, but if you shpuld default on the loan (fail to
pay when required), the lender can and will forecldse, evén if you are still meeting °
your regular mortgage paymemnts. Consider this type of ldan only for projects with
long-term benefits, "

\ . .

Check with your local bank or savings and loan associatiog to learn tﬁe latest

ceiling on home- improvement loans and the time limit set for repayment. -
SECOND MORTGAGES - L . )

. /

As the name implies, second mortgages are taken out by'homeownqrs‘on top of their
existing mortgage. Second mortgages canybe extended for many reasons, such as
consolidation of debts, home impr0vem§253, vacations, or luxuries. States vary

widely in thé regulationof these second mortgages and the companies who can offer

them. The following example illustrates how second mortgages are regul
State of New Jersey (as per January 1979), Under the New Jersey Seco
Loan Act, finance companies and other institutions licensed under th€ act are ~° .
presently permitted to extend second mortgage loans at\(15% annual jhterest,

although the commissioner does have the power to raise this to 18%. There are no

legal limits on the size of the loan or the length of time for which it may be made.

ary Mortgahe

¢

The lender sets the terms of each loah on the basis of your financial situation and
the equity you have in your house. . o
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’

Again, you will have a second lien on your house and you will be making a long-
torm commitment at rolutiv%ly high interest rates. Your daily needs will sti]l
be the samé. : ‘

Second mortgages do serve a valid purpose and fill neods, but consider the purpose
. . . . h . . .
and length of time before taking on such an obligation. v

]

FORECLOSURE

This means that your home is sold to pay delinquent mortgage debts. You will also
be liahle tor legal ~fees, court costs, aml all other debts not covered by the pro-
ceeds of the sale. - :

The tollowing are some of the reasons for foreclosures as_shown,in an analysis done

-

by the Council of Better Business Bureau: . ( N\

-

Insutticient funds at time of purchase

Home too expensive in relation to income
&

Poorly built house which required unexpected maintenance and repair
. L1

Pecrease in income T "
Macital discord ’ ) - ' ‘

I.IFE INSURANCEzAS MORTGAGE PROTECTION

[t is advisable that you protect your dependents by buying life insurance of some
kind before you take out a mortgage. Many times lenders will insist on it. On
the other hand you may already have enough insurance protection prior to the
purchase of a house and may not negd additional coverage.

Term Insurance--provides life insurance for a given period of time "(usually

for a specific number of years) up to age 65. Some term policies are renewable
at the end of cach term, but the premium is higher each time it is renewed.
Term insurance provides the largest amount of protection for the lowest
immediate cost. :

Decreasing Term Insﬁrance~ﬁis sometimes called mortgage protection insurance.
It may be issued for the same length of time as a mortgage. The face value of
the policy- decreases as the principal is reduced through mortgage payments.

Whole o# Straight Life Insurance--is for a lifetime with premiums payable
until death. The premium payment remaiqé constant and builds a cash value.

¥y

When buying propetrty, review your current insurance policies and determine how to

best cover additional risks, and also whether you need additional® coverage in view

of your new debt. ¢€ontact several insurance companies to learn the types and
combinations of’ insurance they would recommend and their costs. ‘ .

.
A



. - ~ ‘QUIZ FOR UNIT IV -- FINANCIAL ASPECTS OF HOUSING:

Dear Friend,

L

This quiz covers Fact Sheets 13 throﬁgh 18 of Unit IV -- Financial. Aspects of
'Housing : _ . :

_After readxng the fact sheets, you are ready to complete the quiz. ‘Feel free
to refer to your fact sheets whenever necessary. Please follow the qulz
Anstructions and return the quiz in the return envelope.*

1Y . y
L}

» ' R
. : . Name

Address

R . Wy Zip

[y

lnstructions:

‘rhxs quiz contains three types of questions, true- false nultiple choice, and
matching.

*

. True-false: Circle "T" if the statement is true and "F'" if the statement

is false ) Y
N '«i

Multiple choice: Select the best possible answer and write the corresponding
letter in the blank provided.

"

Matching: Match the categories on the right with the correct character-
’ istics on the left, : .

L8

' R
1) T F Property taxes and the interest portion of mortgage payments can be
deducted from taxable income.

2) » Generally, monthly payments of principal, 1nterest and taxes should
) .not exceed more than:
a. one week's pay
b. two weeks' pay
.C. three weeks' pay e

\Y .
3) .1‘ You may get a lower price if you house hunt in the: :

¢ 4. summer ‘
- . b. fall .
: ¢c. winter
. +d. spring . .
4 : 1920




L4 . ¢

4) T F A purchase agreement includes all terms and conditions of the sale,
but does not give the buyer the tit}e to the property.

»

p .
S) T F Earnest money is always returned if you change your mind about buying
‘the house.
6) "Clouds" on property are:
“a. disputes over property boundaries
g b. restrictions on property, either recorded or unrecorded
c. defects in the house 1tself N
d. c1051ng costs

7) Match the following: | ,

LY

. . .
'’ [ N

a. Depreciates faster than ‘ 1. Cooperative Apartment
: single-family home ‘ -
b. Shareholders share ownership 2.. Mobile Home
of entire complex
c. Sections of house are rented 3:'.Mpltiple-Family House
out to help with mortgage .
L payments 4."" Condominium
,ﬁ . N . ) »‘. . _ ¢
d. Share ownership of land, 5. Single-Family House
, - but each unit is owned _ R
‘ separately . JJ

L

/ ' .
We w0u1d appreciate the {:Iiowing information to help us improve our service:

3

Have you used or shared any of this information from the fact sheets or
do you plan to do. so?* .

.

Yes No

If yes, in what way?

1

*Applicable only‘if this unit has been administered through a County Cooperative

Extension office. If not, Please complete the quiz and retain for ybur own
benefit and reference.
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. . L " YOUR MONEY MATTERS

Making‘Ygur.Money'Giow - UNITV ‘ FACT SHEET #22
S - , oA

Y

WHAT SAVING CAN DO FOR YOU ‘ .
. . 8 ¢

Saving means puttinﬁ money aside from present earnings in order tq-pfovide~f6r a

known or unexpected need in the future. ’

It is an integral part of family and personal financial planniﬂz:- The decision
to save or not will influence your future, your standard of living at retirement, '
and your pPresent level of living as well. :

\ .

The more you are able to save, the more security you may have in youf future
years; at present, however, it may mean that you need to lower your standard of
living or adjust ydur lifestyle accordingly.

Individuals or families need to set goals for themselves and to think in termS'&%
their reasons for saving. They should then calculate how much money they can put
aside, and determin®e where to put their hard-earned savings. ‘To do this, they will
need to set up guidelines for themselves as to how tuch they can save and how
closely they should stick to the guidelines. These guidelines will help steer them
toward a prosperous and independent future. ' . o . v

5

WHY SAVE?

The reasons for saving are manifold, depending oﬁ?such.factors as age, education,
job, stage in life cycle, and number of children. The following are some examples
of why people feel savings are important to them: .
. coping with emergency problems--short-term needs which might arise,
’ uhexpected occurrences, unemployment, switch of job or career.
buying a car (downpayment or .cash). *
. educating your children or yourself. : ‘- _ ,

' . purchdsing a major appliance, furniture, boat, household goods, home,
condominium, mobile home, cooperative apartment, second or vacation home. s
financing your child's wedding. C

. supplementing retirement income.’ ' :
. saving for a vacation or leisure activity. .
building financial independence for yourself or your family through
~ investments in stocks, bonds, or real estate. \
providing for religious and cultural ceremonies (confirmation, bar mitzvah,
sweet sixteen party). : ' .
purchasing gifts (holidays, birthdays).
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Fact Sheet #22 . | - | L 2.
HON MUCH MONEY SHOULD You;Egy_ASIDez e o
A goneral rule of thumb is to haye at least three months' worth of savings in your
savings account. Some financial experts say this figure should provide income for ¢
six months or even a year. ) ' ' y o
The averdge savings for American families is lpproxiﬁately 5 to 7% of their income

per year.

How much money you put aside will have to be determined by .you after analyzing yQur
personal circumstances such as: age, present ahd future earning power, and number

of dependents. For example, ask yourself the following questions: * What will I

need? How will T provide for my children's education? How will .I provide for.any
major unexpected expenses, such as medical costs or the necessary purchase of a car? &
You will need to take a short-term as well as a long—term look at your aspirations

and goals.: N '

" STAGES IN THE LIFE CYCLE

/

In every person's 1ife there are stages when .the need arises to reflect on where
one is, where one has been, and the direction in which one i§ going.

Financially speaking, some of the most important cornerstones are: .

getting a job and becoming "independent" ‘ ' ) . .
getting married ‘ ‘ : 2
starting a family . . i

. sending youngsters off to college; planning their weddings

.” preparing for retirement : ’

Savings should enter the picture (at the latest) before marriage, as there should

be discussions on jointly held values regarding money, future job aspirations, . ©

size of expected family, etc. Attitudes about financial matters need to be discussed

and some tentative savings plans should be made at that time. Also, if both spouses

are going to work, there should be an understanding as to what their cumulative funds

should accomplish. If this is not done, monies may just pay for an increase if the

standard of living (new car, clothes, vacation, etc.) and will not cover unforeseen
expenditures or fufureg, savings.

. A word needs to be added regarding plans to start a family. College costs are

soaring and parents‘would be wise to start'a college education fund for their

children at a young age.

‘When. youngsters leave for college, parents will find themselves either tremendously
burdened financially or relieved--depending upon how provisions have been made for
the schooling. If youngsters start to work after high school or are able to receive
a scholarship, the parents will haye funds available to start a strong savings .
program. This is often the time when individual earning is very high. Efforts
shofld be made by the parents to accumulate savings for future retirement needs.

' ) .
3 - : ¢ . '
.

e
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HON TO SAVE | S S N L

<

" The following are some tips on the chhanics(of saving:

. Saving regularly and in relatively small amounts is generally more
o - // effective than putting aside larger sums but at more sporadic intervals.

Savings is a habit . therefore, ''paying yourself first" is a -proven method
of successful accumulation of money. It means that you include some Ton
saving (e.g., $15.00 per paycheck) as a fixed.expense in your budget.
Fixed expenses are obligatory payments such as mortgage, rent, or -payments ’ ¢

‘o on an installment contract. You can save either by depositing the agreed-
upon sum‘in an account yourself, or through payroll deductions, thus
accumulating U.S. Savings Bonds.or funds in youf credit union account.

. )

It is a good idea to utilize different types of savings accounts and
"stagger' them, then label them according to your objectives. _The
following are some examples:

’

Short-term savings account, such as a regular savings account, to meet
, short-term needs (paying of irregular future fixed expenses-- e,§.,
, - insurance payments due in June). Monies would be saved at Tegular
intervals towards that goal. \

. Short- or intermediate-term savings account for a specific goal (e.g.,
the purchase of a new car or major appliance). '

&

Intermediate-term account for specific purpoées“(e.g., house); either .
in savings accounts or four-year certificates of deposit.

Long-texrm account for long-term savings such as a seven-year certificate
of deposit (no specific reason; may be used to plan for future, estate
.- building,‘etc.).

SR S A U S S




~ YOUR MONEY MATTERS
Making Your Money €row - UNIT V . FACT SHEET 728 -

GUIDELINES FOR ESTABLISHING YOUR PERSONAL OR FAMILY SAVINGS PLAN

A good $avings plan is like a fine custom-made suit Both are desigmed with a
specific person in mind. If individual details are taken into consideration,
the finished product will fit adequately where needed but will still allow room
. for expansion.

* "(

- The following are steps you can take towards develbping a personal savings plan:
ANALYZE YOUR' PERSONAL SITUATION AND ATTITUDES

Your personal circumstances-—income, ma’ital status, number of dependents, and
whether you have an adequate em%rgencycushion-—play'mn important part in determining
your objectives. Temperament, age, style of living, personal values, professional
goals, and future expectstions are also important factors. N

Age, for example, and the security a person feels on the job will ‘determine whether ‘
monies should be put aside primarily in savings accounts, or invested .in stocks. »
If a person needs steady income but is at the retirement state, he/she might chooge
certificates of deposit which offer steady incbme instead of stocks, because

stocks fluctuate in price while certificates do mot. Temperament and emotional

make-up will detérmine whether you are willing to take chances with your money.

Many marrred women have .gone. back to work, and are bringing home an extra ‘income. »
The salary need not be used entirely to in ease the standard of living or to make :
ends meet. It can be saved and spent prudegtly with greater emphasis placed on a
long-term savings and investment proxram with potential advantageous results. '

IDENTIFY YOUR FINANCIAL GOALS AND_OBJECTIVBS

What are you really looking for? What are your objectives for your family? As you
develop your own financial plan, consider the following:
One person may have a great need for security and find it necessary to
have his or her savings in the safest possible place. He/she would not
consider taking any risk in order to get a possible higher return.

Another person, however, mignt feel the opposite way, taking chances and e
aiming for a ‘maximum investment growth or opting for the greatest possible
income ‘ , ;

Then there is the individual or family to whqm a guaranteed steady income
is of. grost importance.

» . Anot?:r may be looking for the greatest posslble return and not mind -f
: sacr

icing financial safety. : o R




Fact Sheet #23 L S 2. ‘
~ What are your objecvives? Do you want ‘ready access' to your funds at all times? ‘

Or are you looking for a hedge against. inflation, or tax savings? Needless to
say, one cannot have all of the above goals at the same time.

Examine  your major savings and 1nvestment goals.  Which ones most readily
describe your situation? . :

'Pr1qc1pal is safe (you need a feeling of financial security)
Return is guaranteed

Income is steady

Funds can be withdrawn without penalty or loss of interest (for
emergency reasons)

. Greatest possible income is derived ' )
Investment growth is the goal (with available. funds to protect agalnst
inflation)

Tax advantage is featured
Purchasing power is protected (hedge against inflation)

. - You ffeed to keep in mind that no single 1nvestment will serve all of the above
‘ purposes. In general, the safer your principal, the lower your rate of return.
v The higher the potential or promised appreciation or return on your money, the
+ higher your risk. , 3 e a -

CONSIDER YOUR PRESENT FINANCIAL SITUATION ‘I
The day you begln thlnking,ébout money is -actually the first stage of your financ1a1
. planning program. Examine your personal situation, values, and family attltudes

about money. erte down some spec1fic short- and long term goals.

Examine these goals again. Do they still apply, or has yodur reading and thinking
about money caused you to change some of your ideas? If this has happened, take
. ' . some time to update your list. . : '
You also need to prepare a family budget by calculating net income, examining daily
expenditures, and anticipating all of the fixed and flexible expensés your family
will face during the coming year. List your net income, subtract total expenditures,
and determine the remainder which is yours to do with as you please. This remainder
" is our major interest because a certain- portion of it can be set aside for s avings

' How is your family doing financially? Are you impréving yearly or just barely
holding your position?

Nith proper planning over a specified period of time, you can actually restructure

your financial picture.

Ly
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. . [}

.BECOME ANARE OF YOUR OPTIONS
, o -

Before putting money aside for long-term savings or investments, a family should
establish a checking or savings account. ¢
A poll was taken not long ago in which adults were asked the question: Where o
you put your money oncé you have saved it regularly? Seventy-four percent of the
people surveyed said they had savings aqéounts'anq/Glt'of the group had money in
life insurance, meaning money in the cash surrender vélue of their life insurance
policy. Another 32% said they had U,S. Savings Bonds, 31% had money in real estate,
and 20% had money in stocks and bonds. Although many of these. investments carry
different risks and produce varying returns, the survey demonstrates that Amaricans

are concerned about their savings and want to inyvest them wisely.

A family interested in saving or investing has many-bptibns in fixed dollar and
flexible dollar investments to consider. These include: ¢

cthecking accounts .
savings accounts o «
.U.S. Savings Bonds E and H ‘
certificates of deposit
stocks ’
bonds
mutual funds
. purchase of a home .
- . income-producing real estate
antiques '
coins and stamps
. works of drt :
= . annuities ' ’ /

None of these choices are necessarily the best or inadvisable .for a given . family.

However, they do need to be considered carefully in terms of risk, flexibility,
and the family's present and future financial needs.

f

3
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SAVINGS INSTITUTIONS AND THEIR CHARACTERISTICS
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o YOUR MONEY MATTERS - |
h *‘Making Your Money Grow - UNIT V . FACT SHEET ¥#24

INCREASING YOUR SAVINGS P

w

Saving regularly, even in small amounts, can Signifiéantly improve your financial

situation in the near and distant future.

Once you have made the decision to put money aside, you have a number of opt{ons S

available to help you carry out your goals.

L d
¢ .

Financial in;titutiohq offer a variety of bankiqé sefyice;.* ¢
: .- Savings and Loan Associations and Savigﬁg Banks often offer somewhat

higher interest rates than commercial banks.do. They also may require
a lower downpayment and slightly lower interest rates on home mortgages.
On the other hand, if you need credit for & car loan or credit cards, for

example, this type of 'institution cannot accommodate you. (Home improvement . '

loans are available, however.)
. Commercial Banks, which are also called department stores of finance,
offetr a great variety of services to their customers. These include
checking accounts, savings accounts,’ overdrgft checking accounts, safety
deposit boxes, traveler's checks, long-term and short-term personal credit,
. and ‘mortgages. . '

Credit Unions are owned.by their depositors. The members are all employees

: Credit unions encourage thrift and regular savings through the automatic

«+  payroll deduction plan. They offer credit to their members, e.g., home
improvement, college loans, car loans, or persons! loans. In recent years,
credit unions have undergone great expansion and growth. Some even offer .
home mortgages to their clients. ' Interest rates on deposits, or dividends

" on shares, are usually slightly higher than those offered by other insti-
tutions. Frequent withdrawals are not encouraged. - ' :

Insurance anpan{és offer another savings option for families. For example,
when you buy a permanent type of 1life insurance, e.g., whole life insurance,

you build up cash value over the years. . Consumers can borrow against their

¢

* See the chart included with this fact sheet, ""Differences in Savings Character-
ist%cs" for a comparison of services, safety of thgs, etc. .
. AN

N , .

\\‘ ‘\ » .
. '
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“ of one company, or members of an individual church_.or community organization.
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Fact Sheet #24 !
DIFFERENCES 'IN SAVINGS CHARACTERISTICS L
| — “CheckIng T .. Regular l Ceitifiéq;e U.S. Savings
. o ‘ Account . Savings Account of Deposit Bond E § H
Principal is safe (your ’ S
. original savings) R "~ Yes : Yes - Yes * Yes .
BN . . . 4
Return is guarantged A o No Yes - Yes Yes
Income is steady - No S Xes  Yes© Yes . i
o ) o A
Greatest possible e . S :
income is %?rived , . No : e No No No
IO : / — : T ! — g
Funds can be withdrawn S « ‘
without penalty or loss ( . -
.of interest : | Yes Yes " No o0 No .
Investment growth | . T - i , -
is the goal c _ . . N/A N/A N/A N/A
%ax‘pdvantage is featured E ‘ No No No possible
Purchasing power/is profected CNo possible but possible possible but:
(Hedge against inflation) .np;.likely, : - not likely
~ V ¢ .‘ b |
. , . ) " N/A = not applicable °
‘ . 'i»_',»{‘l', o
R = SURNERNEERE ‘ R . T
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cash value at relatively low cost while the pof?g;/t3hains in forge.

Once retired, and not .in need of life insurance,”some consumers ghoose

to let their policies lapse. They can then take the cash value and deposit
it into a savings certlificate or other savings option which will o o

t .

interest. . . 4 .

. -
L)

L

THE POWER OF COMPOUND INTEREST °

"In the "old days," beoplé who wished tq save their money put it under a matfress

- for us because of compo interest.

or in some other ''safe’" spot. Unfortunately, these home savings were not always
as safe as people assumed, and the money did not. increase in valuea Fortunately
for all of us, money that is put aside in savings institutions is safe and grows

3

o v
L3 “

The power of compound interest means that you'earn interest on your'dgpoait. This
is then added on to your original deposit and becomes a larger deposit which earns
interest. Thus a regular savings plan, involving even relatively small monthly
deposits, can add greatly to the growth of. your savings over the long run.

The following ‘two examples will illustrate the above points”vi!;%iy: Chart I
illustrates how various amounts build up startiig frem when a cMild is 1 to when
he/she. is 17, if parents put aside certain sums of money on a regular basis, .The
chart can alsbo be used for calculating how various amounts (e.g., $5, $10, $20, $25,
$50,-'$100) build up te a sizeable amount after 1, 2, .~ « OT 17 Years, regardless
of the purpose. For example, if you put gside $20 a month regylarly, beginning with
the time a child is 1 year old, you will jave $6,604. 31 availgglp for, him/her at age

17 (a total of 16 years of regular savifig of-a relatively small amount). Saving
regularly and the power of compounding of interest make the above growth of capital
[ .

' : N < ‘ / . i
Use Chart I to plan a savings fund fdf'%he child. This chart is based ‘on a'5 1/4%
rate per year, -compounded daily. . ’ ; :
‘ \. oo

possible.
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Chart I

[ ' ]

¢ | " MONTHLY GROW POWER . | .

‘Starting at R Here's how varlouS amounts build up
| chird's * by the time your child is 18
. | Present Age ) v A
: 35 $10 $20 $25  $50 $100
- ‘ mqpthly monthly!. monthly month}x monthly | monthly ‘
0 | 1801.75 3603.50° | 7207.29 | 9009.04 | 18018.07 36036. 15
1 1651.01 ! \3302.92 | 6604.31 | 8255.32 | 16510.63 | 33021.26
| 2 | 1507.98 | 3015.96 | 6032.16 | 7540.14 | 15080.28 30160.57
3 1372.26 | 2744.53 | 5489.28 | o861.54 | 13723.00 | 27446.18
4 _' 1243.49 | 2486.98 | 4974.16 | 6217.65 | 12435.31 | 24870.61
5 112130 | 2242.60 4485.39 | 5606.69 | 11213.39 | 22426.77
6 '] _1005.86 2010.73 | 4021.62 | 5026.98 | 1;553.96 20107.91
7 895.35 | 1790.71 | 3581.56 | 4476.91 8953;83;. 17907. 65
| .8 . 790.97 | 1581.94 | 3164.01 | 3954.98 7909.96 | 15819.92
e ] -691.93 | 1383.85 | 2767.81 '3459.74 6919.48 | 13838.96
L 1w 597.95 | 1195.89 | 2391.88 | 2989.83 | 5979.66 | 11959.31
11 508.77 | 1017.55 | 2035.18 | 2543.95 508%.90 | 10175.80
12 42416 | 848.32 1696.71 | 2120.87 | 4241.75 | 8483.49 |
13 . 343.88 687.75 | 1375.56 1719.44 | . 3438.87 6877.74 -
St 267.70 | 535.39 | 1070.83 71338'.%5' 2677.06 . | 5354.12
15 195.41 | 390.83 | 781,69 |. 977.10 | 19s4.21 | 3908.41
16 '126.83 253.66 | 505.33_‘ 634.16 | 1268.32 2536. 65
17 61.75 123.50 247.01 -308.76 - 617.52 1235.04
. /

36
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Chart II illustrates how given amounts grow at'a rate of 5 1/4% a year, compounded
daily, when left in your savings account for various periods of time. (Charts I.
and II - courtesy ‘of Federal Savings and Loah Association, Westfield, N.J.).

; Chart II

HOW FIXED AMOUNTS GROW

®

How 1$
Savings . . f
Grow $50 $100 $500 $1,000 $5,000 $10,000
O mos. 51.34" 102.69 | '513.47 1026;95 5134.75 10269.50 |
1 year ‘ 52.70 .105.39;  526.95 - | 1053.90 5269.50 10539.00
2 years 55.54 | 111.07 555.35 1110.71 5553.53 11107.05S
. : 3 years 58.34 { 116.67 583.36 1166.72 5833.61 11667.22
G 4 years - 61.48 122.96 | 614.80 1229.61. 6148.04 12296.09
4 SAyears. '64.79 lf§l59 647.94“ 1295.88 6479.42 12958.84
| ;/, 10 years 84.24 168.49 842.43 i684.86 8424.29 16848.58
By 120 years 142.41 284.81 1424.06 2848.11 114240.57 28481.14
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" TYPBS 0? ACCOUNTS (Where to Put Your Fixed Dollar Suvingsi

When you deposit money- into a savings 1nstitution, it will increase its value
in vnrying amounts, depending upon the type of account you choose.

Regular sayings accounts are completely flexible You can open an account -
by deposit?ng any amount (except accounts with credit unions which require
a $5 depos t) Barnings are added at regular intervals and compounded.
Certificates of deposit are accounts which offer a higher rate of return
than the "regular" savings account. But the depositor agroes to deposit a
minimum amount (e.g., $500, $1000) for a longer specified period of time
(e.g., 1 year, 2 years, 4 years, 7 years). Your money earns interest from
the day you open an account to the date of maturity. Funds can usually

be withdrawn at any time, but if you do so beforé maturity, a lower earning
rate is paid and you forfeit some interest. Your certificates may auto-
matically be renewed by the institution at the prevailing interest rate if
you fail to cash in the certificates on the maturity date. g

More recent certificates issued by institutions include 6-month certificates,
yielding around 9%, requiring an investment of $10,000. Interest is for-
feited {f the certificates are cashed in before maturity. Interest rate
fluctuates with changés in the money market. o .
P 4 .
For an example of types of accounts offered by savings institutions and interest
rates, see the attached chart,. '"Types of Savings Accounts That May Be issued by
Savings and Loan Associations in New Jersey."

Other choices

In addition to the savings approaches listed above, there are other ways

families can save on a regular basis. These include: Christmas Clubs,
-yacation clubs, school savings accounts, organization accounts, and payroll
, deduction accounts. , ) | _

Christmas and vacation club accounts serve the primary goal of providing
for the fulfillment of specific and foreseen events; saving occurs

in small amounts and almost painlessly. Money deposited in accounts
such as these does not usually earn a high amount of interest, sometimes
none at all.

‘Organization accounts include accounts opened by nonprofit community
clubs (such as garden clubs) and also investment club accounts, where
nenbers deposit monies in between purchases of stocks to earn interest.

_Payroll deduction accounts include share accounts held with a credit

union, and automatic deductions by the employer. An amount specified.
- by the employee is automatically deposited into the employee's $avings
account with a credit union. Some employees choose to purchase a U.S.
Savings Bond and have it transferred to their checking accounts. If,

-~

Y

R &

-~
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. for any reason, a payrol} deduction account is not availabl you. may
make arrangements with your bank for a specified amount to be withdrawn

automatically from your checking accourt each month and transferred to
your savings account, R ' :

OTHER FIXED DOLLAR SAVINGS ‘ (Savings Bonds and Annuities)

In addition to establishing regudar savings accounts, many families supplement their
savings by ﬁchhasing U.S. quernmgnt Sgries E and H Bonds. 0

Savings Bonds* - . \\ S |

U.S. Government Bonds Series E (new.EE Series scheduled for 1980)

¢

These are discoont bonds 3old in small or large denominations (e.g., face

: . value $50), up to a maximum of $10,000. When you purchase bonds, you pay
$37.50 or $7,500 respectively, and receive the face value of $50 or $10,000 -
at maturity date (5 years after issued). The difference is the interest N

you earned (at present 64%). Savings bonds offer the highest degree of
safety. They are liquid, which means they can be converted easily into cash
(after an initial period of a few monthe). However, some interest is for-
feited if monies are withdrawn earlier than at the maturity date.

. 4 .
. » U.S. Government Bonds Series H (new HH Series scheduled for 1980)

These are called income bonds and are bought by consumers who need current
income.  They are bought at face value, *the minimum denomination being $500.
Interest is paid by the government on a semi-annual basis. Your principal
.is returned to you on the date of maturity, which is8 10 years after they are
i§sued. Denominations range. from $500 - $1000. , -
One advantage to choosing E:bonds as a savings option is the fact that
income tax can be deferred until the bonds are cashed in. A consumer can
even defer income until retirement (and convert into H bonds, whereupon
he/she only pays taxes onthose bonds which are being cashed in at that
particular time). -

" Interest rate fzz{p6f;*serinsaﬁ and H bonds is 6} . Interest rates
) change from timeAfo time. It should be noted that old savings bonds (B) '

o which have passed tgeir maturity date still pay the current interest rate.
How to register - . o /

Savings bonds Series E and H may be registered in the names of individuals.
whether adults or minors, in single. ownership, co-ownership, or-beneficiary
forms; only in single ownership form if in the names of fiduciaries and

7 private and {ublie organizations. They are not available to commercial

anks in their own right.
' Infb:lation partly taken and/or adapted from "Series B ‘Savings Bonds" :
- o - and "Series H Savingy Bonds", Department of the Treasury, United States ‘
" . ' Savings Bonds Division. - - v >
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Qonds'cnnhot bo transferred, sola. or used as collateral.

¢ NOTE: If bonds are roaistorod in co4ownorship“£brn. during the co-owners '

fetime, either may cash the bonds. For reissue, both must join in the
st. If registered in beneficiaty form, during the owner's lifetime,

o

~only he or she may cash.the bond. For reissue, both the ownar and beneficiary

must join in the request. N

Exchange for Series ‘H Bonds

If yoy own series E bonds, you may oxchange these at current redemption

' values for current-income H bonds. If you have deferred reporting for
f:gﬁrul‘indole tax purposes, the interest as it has accrued on the securities
exchanged, you may continue to defer such reporting to the taxable year in

which the H bonds received in exchange are redeemed, disposed of, or reach

final maturity, whichever happens first. See Treasury Circular Ne. 1036 for

rules governing this exchange offering. - 7

—

Safety"

-~
»

"If your bonds are lost, stolen, damaged, or destroyed, notify the Bureau of
the Public Debt, 200 Third St., Parkersburg, West Virginia 26101. Where -
possible, include serial numbers (with prefix and suffix letters), issue
dates (month and year), names and addresses on bonds, and Social Security or
employer identification numbers. You should keep records of these details
separately from the bonds. . \ :

N

. Extended Maturity | ’ o S S . :

E and H bonds now on sale may be retained at interest -after original

\\ maturity for a 10-year extended maturity period. No special action is
reqttired to taked advantage of this extension privilege--just hold the bonds.
Older E bonds have been granted one or more 10-year extemnsions. This means
that all’ E bonds now outstanding--regardless of age--are still earning
interest. Changes in this regard are planned for 1980, witl extended
maturities being sharply reduced. )

! . . ’ N "J
Where to Buy Series E and H Savings Bonds

,_\\\\‘ E bonds may be.hought ovér‘thp coﬁntercor.by m at banks; savings and'

. loan associations; other local sales agencies; Jederal Reserve Banks and
. " branthes; and the Bureau of the Public Debt, Securities Transactions Branch,
. 'Hashington, D.C. 20226. oot . o -
» S
A Y
Regular bond purchases may be arranged through the payroll savings plan
where 'you work or the bond-a-month plan where you bank. -~ )

A
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H bonds are issued only by Federal Reserve Banks>and branches and ‘the
Bureau of the Public Debt, Securities Transactions Branch, Washington, .
D.C. 20226. Banks and other financial institutions will accept and for-
ward applications to the nearest Federal Reserve Bank or branch; delivery
of bonds will be made by mail in accordance with purchaser'; instructions.

Additional Information on Savings Bonds Series E and H

For full details, see Treasury Circulars 653 (Qories E) and 530 (géverniﬂh
regulations), available at Federal Reserve Banks; and Treasury Cjrculars

905 (Series H) and 530 (governing regulations), available at Federal
Reserve Banks.

Annuities

These can be called a“personal savings plan with an insurance feature.
Annuities are sold by insurance companies and are an additional source of
funds for many people at retirement. They can be purchased-Jong before
retirement and paid for either in installments (deferred annuity) or in a -

. lump sum at retirement (instant or cash annuity). .
The annuity iﬁarantees the annuitant (consumer who purchases an annuity) a
. fixed sum of money or regular payments at retirement for as long as he/she
_ | ; lives. The amount received is dependent upon tHe plan that is chosen.

There are two types of annuities which can be purchased:

. FIXED ANNUITIES are fixed dollar sayings, whereby the individual is
guaranteed either a lump-sum payment at g certain time in the future
(e.g-, $5000 in the year 1990) or fixed monthly payments starting at
a certain time (e.g., $50 per month beginning at age 62) for the life
of the annuitant.. . o

oo © . FLEXIBLE ANNUITIES are partly tied to securities. Thetefore, the size
"~ of the future returnh. can only be partly fixed, the rest depending on
, , .the gain or loss of the investments.

. Before deciding to purchase an annuity, you should understand the intérest
earned is relatively low, as compared with other savings plans. In addition,
thé money does not become available until you retire, or until a specified date.
Should-‘you die prior to this date, the funds are, in most cases, not retrievable
by your heirs. y
There are various types of survivorship options available for purchase as
well as combination insurance/annuity plans. It would be wise to discuss
these with your insurance or other financial advisor. "

. .. ' - N ¢ . .
/» . _ .
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Annual
Interest
. Rate

Annual Yield
Term

Minimum
Balance

Additions
Accepted

Withdrawai
Prior to
Maturity

Compounding ,

Interest
Credited

Courtesy of New Jersey Savings League, Newark, N.J.

REGULAR
PASSBOOK
ACCOUNT

S.25%
5.47%

Unlimited
None
Unrestricted

Interest

pzid day
of deposit,

day of
withdrawal

Daily

Monthly/
Quarterly

Fl

TYPES OF SAVINGS ACCOUNTS GENERALLY e

90-DAY
NOTICB
ACCOUNT

5.75%

6.00%

Unlimited

L4

‘None

Unrestricted

No penalties
after funds
on deposit
90 days

v

Daily

Quarterly

*

L)

ISSUED BY SAVINGS AND LOAN ASSOCIATIONS IN NEW JERSEY

CERTIFICATES

6.50% 6.75% "7.50%
6.81% 7.08% 7.90%
1 yr. 2 i Yr, 4 Yr.
$1,000 $1, 000 $1,000

Not applicable additional deposits would be ma

the issuance of another certificate

Penalty of 90 Penalty" Penalty

days interest 90 days 90 days

reverting to reverting revert

5.25% to 5.25% to 5.25%
: ]

Daily Daily . ¢ Daily

Quarterly ~ Quarferly Quarterly

10.

7.75% 8.00%
8.17% 8.45%
6 Yrs. 8 Yrs.
$5,000 $1,000 C

de through /

o - Vi

Penalty Penalty /
90 days 90 days .
revert revert
to 5.25% to 5.25%
Daily Daily |

Quartorlyq\gyn;terly

L]

i

,'} .114:3
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HOW_SAVINGS ACCOUNTS VARY

(

If you are thinking about beginning a new savings account, how do you‘aetermine
which institution to use? This checklist will provide you with some basic questions
to consider. Don't feel embarrassed about obtaining answers from an official at the
bank or savings and loan association with which you are dealing. You are the con-
sumer and it's your money that is involved. -

A

. Comments:

How is the interest compounded?

Is there a minimum balance required?

Are minimum deposits necessary?

When is the interest credited to your savings account?
Are there any‘penalties involved when you withdraw funds without notice or

earlier than stipulated?

What are the requirements, conditions, etc., regarding a withdrawal from an

q

acdount?

A

Does interest begin to accrue from the day you deposit money?

Does your money earn 1nteres&wfor the entire time it is deposited (e.g., "from

time of deposit to time of withdrawal")?

Does your money earn full interest only under special conditions, e.g., if you '

)leave it to the end of the quarter ("Interest credited quarterly'")?

What is the interest paid?

"o

Does it sﬁfor any bonus days?

What types of accounts does the institution offer?

/

* Other

Name of Institution:

Ddate:

144
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SELP ANALYSIS SHEET FOR DETBRMINING ; - .'.'
PERSONAL AND FAMILY SAVINGS GOALS o -

(Pile with your important décunontsrund update yearly)

Date: Your age: Spouse’s Age: Dependents

Yours , Spouse's
Approximate net income per year | |

Projoéted income per year

“Present savings per year

DO _YOU (AND .YOUR FAMILY): ( Yes "No

Save steadily?

Save the same amount each period?

" Feel your savings program to be adequate? Y
Save more than 6% of net income? o . ' ‘
Save less than 6* of net income? A ' \

Have emergency savings of 3 months' net income?

Save for a specific purpose? (i.e., education, car)

Own more than one savings account?

Often withdraw from.your savings accounts?

Have a savings plan and set goals, which include
all nenbors of the family?

Save for 'fun" things (such as leisure activities),
or reward yourselves (e.g., by buying a luxury item)
with your savings?

Find it difficult to save regularly?

Keep 2 budget?

[

Divide large expenses into small monthly installments?

7

. 145 | | | A . ', .
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Page 2 of Self Analysis Sheet '

Know about trust and custodian accounts?

Mave any investments? (real estate, stocks, bonds)

Have surplus savings to inveét?

Knaw about investment options?

Have a stock broker, insurance agent, accountant
or financial advisor?

After analyzing your responses, ask yourself if you are satisfied with them. If
not, ask yourself why not and think of possible ways in which you can improve your

chances of reaching your personal and family savings goals., v




-
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> YOUR MONEY MATTERS

Making YOur Money Grow - UNIT V FACT SHEET ¥75

. SAVING VERSUS INVESTING

Money can be saved and invested through many different media. We may look at these
ways as fixed dollar jinvestments versus flexible dollar investments. In popular
terms, these are usually identified as,'saving" versus "investing." ’

In fixed dollar investments, the initial amount of capital-remains constant and
earns interest or dividends, as with a savings account, certificate of deposit or
U.S. Government Savings Bond. ° - . o
Nith flexible dollar investments, the initial amount of capital can increase or
decline im value, and it may or may not pay interest or dividends. ‘Typical
examples are ownership of common stock, antiques, corporate or other bonds, mutual
funds, real gstate, art work, .coins and stamps. These are all flexible dollar
~investments, the prices of which can 0 up or down. 'Money management experts
advise that some funds (3- to 6-montis' salary or more) always be held in fixed

dollar investments} regardless of the family's economic circumstances. This gives |

the family greatest safety and access to funds when needed.

CRITERIA FOR SAVING AND INVESTING C ‘ '

-

Saving or investing makes goo finahcial'sense.¥ Sometimes,'howevef, it is difficult
to decide where to put your ey because of the various choices available, risks

e

&

4

involved, and other circumstances. How. can risk vs. increase of capital be balanced?

The following are criteria to keep in mind as you evaluate which options are best
for you: '

_ CONCEPT OF RISK - TYPES OF RISKS .

Risk of Loss of Capital ' o : .

Risk of- loss of capital is the poésibility that tHe.consumer may lose some or all

of the investment that was made. Savings accounts, Series E and H Bonds, and
certificates of deposit are all free from the risk of loss of. capital (especially
if sdvings accounts are secured by F.D.I.C. or F.S.L.I.C.). .

Because fixed dollar investments generally offer safety of capital and guaranteed .-

return, the rate of return may be lower than many flexible dollar investments. .
Flexible dollar investments are usually made in anticipation of a higher return.

But a higher ‘return generally means a greater risk of loss of capital. The
actual degree of risk can vary, as will be detalled later on. .

) ) a

'

:llm
5
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Risk of Loss df Purchasing Power .

In addition to the risk of loss o} capital, there is also the risk of loss of

urchasin wer.. For example, $100 in a savings account earning 5% per year
will be wortE $105 a year later (no compounding assumed for this example). But
if inflation excededs .5% in the same year, the saver has actually suffered a loss.
The risk of loss of purchasing power due to inflation has been significant in
the past few years, and probably will continue to be significant into the
forseeable future. : v : '

Risk of "Excessive Bmotional Stress" is another important factor to keep in mind. ‘
. Many people worry excessively about their savings and investments. Declines in
' 7 value may be depressing, while increases in value may set off a spending spree.

Some people probably should never make flexible dollar investments because of

the risks of emotional stress. Emotional reasons may cause them to buy or sell

at the wrong time, resulting in a loss of their capital. Other people cannot

bear the risk of loss of their purchading power in fixed dollar investments, and

so they reduce these investments to a minimum.

ADDITIONAL CRITERIA

Risk Versus Return

\ As we have seen so far, every type of saving or investment plan carries with it ‘
a risk factor. Choosing the right approach for one's situation will make the
difference between financial success and financial failure.

/ For most families a prudent financial plan calls for establishing security in
fixed dollar savings plans before assuming the risks of flexible investments.

\ The risks that any individual or family can afford to assume will depend on age,

;ﬂb& income bracket, goals in life, and temperament. -

‘ For example, the young person who has many years in which to accumulate a retire-

- ment fund may choose a flexible investment, with growth potential in the form of

, common stocks or mutual fund shares. Although safety of capital and return

' cannot be guaranteed, these factors are less important because of the long time

period before retirement and the possibility of future gain.

o
;

The person who is just a few years away from retirement, however, may want to be

' very certain that the entire capital will be there when it is needed. Someone
who is just retiring or has already retired may want to maximize investments in .
types that will produce current income and carry no risk of loss of capital. .

[

The Rate of Return and How Stable It Is

This means the percentage rate of earnings on savings, e.g., a 10% return on $200
moans that you earn $20 during ‘'a specified period, most likely one year. The - -
stability of earnings (whether they are guaranteed) is also an important factor. .

- i .
' : B
‘ . ) @ . . - . o .
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Convenience

How close are the financial institutions you have selected to your home or place
of business? How accessible are they in terms of times of day or week in which
they are open to customers? What type of services do they offer? These are
factors to be considered by the prudent consumer.

Liguidigz

/ . . ..., . .
This means the ease with which savings can-be withdrawn and/or converted to cash.
For e:tnple. funds in a regular type of .savings accounts are more liquid than those
. deposited in a 90-day account or a two-year certificate of deposit. Funds in
. stockf or mutual funds are more liquid than those invested 'in real estate or
jewelry.

Consumers who are willing to take time to investigate the many savings and invest-
ing options available in the vast financial market will find that they have the
power and control to make. their money grow for them. This will happen whether their.
needs are immediate or long-term, whether they are rich or in modest financial
circumstances. ’ )

Improving your financial situation is not a matter of luck; rather it reflects
planning, defined goals, knowledge about options, and a desire for personal success.

. ) / ' o
! . )
4




" CHARACTERISTICS OF BONDS

YOUR NONBY MATTERS

Making Your Momey Grow "JNIT v o FACT SHEET #26

INVESTING - BQNDS

]

Consumers are often bewildered by technical financial terminology and the complex
stock market. They believe that average consumers cannot make good judgements
regarding where or how to invest, and that usually they lose money when attempting

it

It is true that investing involves risk.- However, consumers who take the time to
understand what is involved and then realistidally examine their own financial
situation, need not despair. Withsproper education and Judgment, investing can be
a successful way to help develop financial security.* :
, L .

Fixed dollar savings, which have been discussed in other fact sheets, enable
consumers to save on a regular basis. Small or large amounts of money can be put
aside via various savings accounts, certificates of deposit, and U.S. Government
Savings Bonds. There are also other ways in which consumers can diversify. These
are called flexible dollar investments. These methods make it possible .for many
People to stay ahead of inflation, to build & nest egg over the years, and to

_~establish financial security.

- -
There are many investment opportunities available*to consumers, such as stocks,
bonds, mutual funds, or real estate. When using these approaches, the invested
principal is subject to fluctuations in price. Depending upon the situation, these
fluctuations can result in possible gains or losses. ‘ ~

It is recommended that consumers make sure they have funds ivailable,}which are
not part of the daily budget or emergency -finance cushion, before they invest in
flexible dollar securities. The next step is to consult with a reputable broker. *

In. the following -section, we shall examine one investment option--bonds--and
evaluate its potentia] advanquea'and disadvantages for consumers.

-

Bonds i}o fixed income securities which offer a great degree of safety, esbecially
when they have a high rating. -Bonds are considered a very secure method of invest-
ing, as far as safety of principal (the money invested) and interest {s concerned.

®

* The following fact sheets on investments have been ' grouped together in one
package for your convenience. This was done to present an overall view of the
concept of flexible dollar investing. If your interest is in one particular
ares, e.g., stocks, bonds, or mutual funds, select the fact sheet featuring . .

ypu:ntopi: of interest, and then ¢ontinue with "What the Small Investor Needs
to o". N N . . : s 2 .

*
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The issuer of bonds (borrower) promises to fhe bond holder that the money‘borfowed;

will be *epaid to the holder in full at maturity. In addition, the bohd holder
also receives a fixed amount of income, called interest. This interest is-pre-
determined and remains fixed. This is the reason why bonds are called fixed |
income securities./ They are also called debt certificktes because they repre;ent
an obligation whlch has to be repaid. -

o

Public or private entities borrow money from consumers who‘are»interested.in f
investing their funds for a possible profit. These borrowing entities are the
federal or state government, municipalities, or corporations. They issue bonds to
meet certain financial needs. In return, bonds are issued which promise to pay a
specific amount of interest. ~

The interest rate of bonds is predetermined and set at a fixed rate on the date of
issuance. This means that when you buy bonds, you know what the interest is going
to be. The interest rate never fluctuates., Another term used in connection with
interest is coupon or coupon rate. Coupon refers to the interest (for a 6-month
period of time). The coupon rate is another way of saying yearly interest rate.

The yield to maturity expresses the true value of the average yearly return to the
buyer'. This is another way of defining the true return on investment.

Bonds.also promise to pay back the par value on a specified date. This date is
called the maturity date. Par value is the value at which the bond is issued. It

is also called the face Value and is the value stated on the bond certificate. The

par value is usually $1,000 (in some cases $5,000, $10,000 or more.) Owners of
bonds are called creditors.

Once they are issued, prices of bonds fluctuate, depending upon the price other
investors are willing to pay in the market place at that time. This again depends
upon the general money market situation, and interest rates of fered by savings and
lending insititutions. Bonds can be purchased or sold at: )

par value

. - ‘ +,
at at91scount (an_amount below par level)

at a premium (an amount higher than the'par level)

Bonds sell at a discount when the current price (cost to you tod!y) is lower than
the par value (when issued). For example, the bond may sell for $750 while its
par value is §1, 000. - *

Bonds sell at a premium, if the current price is higher than the par value of

the bond when issued. For example, you have to pay $1,150 for a bond with’ a par
value of $1,000.

Only at matur1ty date are you sure to get the total face value of the bond paid out
to you.' Therefore, it is generally recommended that consumers buy bonds for income
and safety, and only invest in them if they feel quite sure that they will not need
to sell the bonds before maturity. , 4

Ny

&
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The fact that bonds are fixed income securities means that the steady income
which you are being promised is guaranteed for -a certain number of years at the
same interest rate. For instance, in the case of a 6% bond, whoever issues the
‘bonds will pay you 6% on the par value of that bond until it matyres. To cite ah~
example, this would amount to $60 per year for every $1,000 bond you own. - You .

may purchase bonds individually-or in larger numbers, depending upon choice and
money available. .

i" In addition to offering steady income, bonds offer a written promise that the ‘
company will repay the principal at maturity. If you are a bond holder, you will
be paid back the face valye of the bond ($1,000 or multiples) at maturity (in 5,
10, 15 years, or more). Meanwhile, you are earning interest. \

“TYPES OF BONDS™

Several types of bonds can be identified, depending upon who issues the bonds.
The four basic types we shall examine are U.S. goverement securities, municipal
bonds, corporate bonds, and utility bohds. —

,// U.S. Government Securities e

Bonds are considered a relatively safe way to invest. In the case of govern-
ment bills, notes, and bonds, the safety is almost "absolute." U.S. Govern-
" ment obligations areyfully guaFanteed by the government. They are of the
' highest quality available. They are issued with varying maturity periods
’ ranging from several months to many years. They offer the greatest safety
possible, as far as safety of your principal is concerned. U.S. Government
Securities (also called government obligations) may be classified in several
"ways._ These are: U.S. Treasury Bonds--medium-term bonds which mature between
5 and 10 years or more from date of issuance; U.S. Treasury Notes--which mature
between one and seven years; and U.S. Treasury Bills--which mature within 3, 6,
9, or 12 months. ' . :
_ 3 ' :
Several federal agencies also issue bbnds to meet their needs for money.
Although these agency securities are considered very secure, they do not
carry the same degree of safety as U.S. Government Bonds, Notes, and Bills.

Municipal Bonds

Municipal bonds are debt obligayions of state and local goverrments such as
counties, school districts, and highway authorities. The local governments
borrow money to finance construftion or repair of highways, hospitals, or
schools or to improve important public facilities, etc. .
Municipal bonds are ideal investments for people in higher income tax brackets.
The income derived from them is exempt from federal as.well as state and
loca% income taxes in the state in which they were issued. The higher your
tax bracket; the more appealing‘this type of investment. But investigate the

.
. ’ ‘
v
s
.
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% : . quality. of these bonds and buy well-known issues of larger entities. Also, .
your broker or other financial advisor has special tables (charts) which will
help to evaluate your needs and determine if this kind of investment is good
for your circumstances.

Corporate Bonds | _ ' ; . '

Corporate Bonds are bonds issued by cofporations. They usually -carry a b
higher interest razg\ifan other bonds, and‘their rating is particularly
important. .

Utility Bonds

Utility Bonds are offered by such utilities as gas, electric, and telephone
companies. They are generally considered safe regarding principal and -
consistent regarding interest payment -records. However, this higher degree
of safety usually results in lower interest rates to the investor. .i

RATING

Consumers looking for security and safe investments should buy bonds with a high
rating. In general, the higher the rating of the bond, the greater the guarantee

e

of uninterrupted payments and proper repayment ,of principal at maturity. . ‘
The followiﬁd rating systems are used by the two largest rating companies--Moédy's
and Standard and Poor's investment advisory services. . /
) Rating Systems
~ “Standard and Poor's Moody's __Rating means
AAA ’ Aaa ’ Bond of highest quaiity
‘ and lowest risk to investor
AA | ' Aa . High-grade bonds
A | A - Medfum-quality bonds,
: relatively little risk
s BBB - Baa v The quality.dekeriorates,
A S ‘ - . - the risk incredses
BB Ba | |
[N | ° ,
B . B
ccc , " Caa
. 8 . - ) ‘
" cC a
‘, - G - J Y
. C C Speculative bonds which
: carry’ great risks for
_ . o . investors ' '
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Notie: In the case of municipal, cotporate, lnd'utility bonds, investors
neeqd to determine the safety by examining the rating of that municipality
or arganizition. :

For additional :lnforga fon about rating.df bonds, consult a financial expert,
or check Moody's Bond: Survey or other (sources of information in your library.

ADVANTAGES OF BONDS-

-

Great safety of principal when held to mAturity .
Fixed income (interest rate never fluctuates)

Steady income : . R ‘ -
-~ ~ .
Interest is predetermined N
In case of company liquidation (bankruptcy), bond holders have prior claim
to assets (that which is owned by the company), ahead of preferred and
eommon stock holders

DISADVANTAGES OF ,BONDS .

S )
S
- ‘ ‘
Prices fluctyate . -~
S;

Not: considered a good hedge against inflation

Some contracts have a call feature. This means that the company can recal
bonds before they mature. They may take this action if current interest rates.
drop and they do not wish to pay the higher rate. In such a case, the consumer
receives the par vqiue but may find it difficult to.invest the money at the
‘previous higher interest rate : . .

In case of company bankruptty with few or no funds rémaining, bond holders
will lose much or all of;:::/iﬁvcstment -
Usually require larger investments than stocks or mutual funds
. : 3
L

.
i

-
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“the company will grow and expand, and” you will get a fair return on your invest-

YOUR MONBY MATTERS
Making Your Money Grow - UNIT V. FACT SHEET V27
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INVESTING - STOCKS

)

It is common for families to worry about keeping up with inflation. They feel
they should save for their retirement or for other purposes, but there, never
seems to be enough money accumulated throughout the years. Many consuners have
successfully incroased,shair nancial worth by investing wisely in qgétks.

Stocks represent ownership. Buyers of stocks receive stock certificates as ‘
evidence of their owneygEip.,.Buying stocks means more than just an investment.

It means becoming a part of a corporation in which you have faith. You hope that

ment. Stocks can appreciate in value and yield a higher price at some time in the T
future. They can also pay dividends to shareholders. . ?
»

CHARACTERISTICS OF STOCK§m

Stocks have no maturity. This means that.there is no expiration date. The company
does not guarantee repayment of your investment at any time or the payment of divi- .
dends. However, you become a part owner. If the company thrives and makes a profit,
30 do you because other investors will want to buy stocks and you will be ‘able to

sell yours at a profit. ” . ‘

Your earnings.are called dividends. Many of the companies which are traded on the

New York Stock Exchange 8o indeed pay'dividends regularly and have done so uninter-
ruptedly for many years. ‘

If you are considering a specific stock and are interested in income, look into
the company's record of dividend payments over the last few years before you buy.

See if this company provides stability of earnings and regularity in the payments
of dividends. ‘

If you are interested in ﬁrowth‘of'cqpital only, then consider purchasing stocks
which are primarily growth-oriented. Growth stocks do not necessarily pay high

or regular dividends. The company reinvests some or all of the earnings for research
and further development to bring about more growth. This in turn can make your
investment more valuable. Growth stocks also help you to participate in the growth
of the economy or a particular industry. However, you have no guarantee as to income
and profits. You need also to be aware of fluctuations of stocks resulting from
expectations in future earnings. You are your own money manager. You have to do
the research and you have to know ghen to buy or sell, Lists of stocks which are
either income- or growth-oriented ®n be obtained from a reputable brokerage house.

. Stocks can offer knowledgeable investors great‘oppbntunities for financial gain.

The opposite is also true. Some people are temperamentally unsuited to own stocks

. - .
. * '~ .,.,‘ . . - »
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b;Eauso they are.upset by fluctuation. Others, hawever, love the excitement and
possibility of gain. If the consumer cannot recoup any possible losses through

other income sources, different safer types of investment such as fixed income savings
bonds, certificates of deposit, and savings accounts should be chosen instead. ’

Stocks can be purchased on the New York ‘Stock Exchange (NYSE), the American Stock
Exchange ( and over the counter (OTC). They are bought and sold in a
continuous market (where a large number of buyers and sellers continually buy and
sell). This happens despite the fact that buyers and sellers are often thousands
of miles apart. The Stock Exchange serves as the central market place. Stocks

are bought through a broker who, upon receiving an order, placeas it on the exchange
floor. At the same time, another order comes in from a seller and this order is
exchanged and negotiated on the exchange floor. If an agreement can be reached
between buyer and seller, the orders will be executed. Buyer and seller are then
notified that the purchase of sale has taken place. Prices of stocks flfictuate
continually, based upon supply and demand. '

TYPES OF STOCKS

. The two major types of stocks are common stocks and preferred stocks. In general,
it can be said that preferred stocks carry more income than common ?mocks. and
that the income is more regular. Preferred stocks usually are considered more
steady in price than common stocks, yet they can also be subject to the same degree
of fluctuation as common stocks. Many investors buy preferred stocks because they .
feel that the income carries greater stability and is more steady. Preferred stocks
pay a somewhat higher return than bonds. In goneral, both common and preferred
stocks are considered a more risky investment than bonds.

The following chart compares the two basic categories of stocks, and explains their
advantages and disadvantages. _ . :

»

A-QUICK REVIEW OF STOCKS

-

Common Stocks | Preferred Stocks
.- » - L 3

No maturity = No maturity‘
Ownership oo - Ownership
Growth potential f?, . Growth\potential, somewhat

) less than common stocks .
Income: Dividends as earned; " . Income: Dividends will be paid
no guarantee regarding dividends  before holders of common stock receive -

any payment. Dividends are generally
promised and usually paid. A specific
rate must first be approved by the
company's board of directors for a
given year ‘

{
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'+ Prices fluctuate 4l .Prices fluctuate (in general
J‘ v somewhat less than common stocks)
In case of liquidation, holders ' . In case of liquidtsizgakholdors have
of common stock must wait until _prior claim to ass p to par value,
bond and preferred stockholders _ ‘“before common sfoc \holders. receive
are paid
. Voting rights ¥
Can be good hedge against . Can be a good hedge against inflation,
inflation _ but somewhat less than common stock

' Holders: of. speciftc types of preferred stocks may benefit)from ownefship by holding
cumulative preferred stocks or particiﬁ%;i referred stocks On occasion, companies

are unable to pay dividends on the .preferred stocks gx promise to compensate
the investor in f:zgro years if monies are,avail le. ~(These types of investments
are called cumulative preferred stocks ) .

regarding dividends.
od stocks.)

Preferred stockholders may also receive speci
(These types of stocks are called participating ref

STOCK PLANS FOR SMALL INVESTORS '

It is possible for small investors to 1nvest~ﬁbdost amounts of money on a regular

basis for the purchase of stocks. “This is done by purchasing fractions of shares

of a particular stock. Some brokerage houses offer plans which .let you invest
small amounts of your choice at periodic intervalf ranging from one to approximately
three months. .

v

_ ADDITIONAL INFORMATION

For i&ie information on inVesting:contact yodr broker or write to the New York
Stock Exchange, 11 Wall Street, New York, New York 10005 and request publications:
"Ten Questions to Ask Before You Buy Stocks'" and '"How to Get Help When You Invest."

4
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Making Your Money Grow - UNIT V . FACT SHEET ¥28

>

INVESTING - MUTUAL FUNDS -

Mutual funds are investment ‘Eonp.hi‘i which offer professional management,
diversification, and research capabilities to consumers--services which the
small investor ordinarily cannot afford. "

When a consumer buys mutual fund shares, monies are pooled from a large number of
investors to form a mutual fund. Managers of the funds use these monies to invest

in many different securities. Each individual investor receives a certificate

which declares all the terms of ownership, (e.g., 100 shares of XYZ fund). But, in
reality, the investor has part ownership in a number of different types of securities.

CHARACTERISTICS OF MUTUAL FUNDS ' . .

Mutual funds offer diversification, which means that they invest in a large number
of different stocks, bonds, and government securities. This spreads the risk of
loss because a larger number of securities are involved. Many times consumers
cannot have such diversification when investing by themselves, as this would require
too much capital. Mutual fund companies have a proféssional staff which analyzes
reports and makes recommendations to management regarding what types of investments
to buy. . )

Different mutual funds have different objectives. Depending upon their stated goals, .
they can be income-oriented, which means their goal is to produce a rolatively high
return for investors; growth-oriented, which means appreciation of capital is their
goal;: or speculative, which means they intend to take large risks for a possibly
large prong. There are further graduations and specializations within these group-
ings. ' : g

Speculi'ive type investment companies, such as venture capital mutual funds, invest
in risky situations--speculative rehl estate and other ventures.

The objectives of the mutual fund are spelled out in a report which is called a

rospectus. By analyring a prospectus, a consumer can determine whether the

guna meets his/her specific needs. Some funds may operate under one family.

or fund name and be managed by different people. Bach of these various funds
has a different objective. It is up to the prospective investor to be knowledge-

able before' investing.

The fbllowing list illustrates various types of funds in greater. detail. They
range from conservative to growth-oriented to speculative.

e
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NUTUAL FUND TYPBRS .
Nou;y market -funds - Invest in U,S. T&tﬂﬁﬁfyihiiis'ind 6€$or
- . types of money market instruments,

Bond funds - | Invest in bohds_nnd trade these securities
| to take advantage of market changes
Unit investment trusts - | .Pixed portfolio consisting 6£ debt obliga-
- tions (shprt. intermediate or long-term)

Income funds - Prinary‘inVostlont~objoct1v6 is income, not
growth; they invest primarily in preferred
stocks .and bonds for high interest and yield

Balanced funds - Bonds, preferred and common sto\cks. included
‘ | in portfolio
Income and lrowﬁh funds - Diversification in.comnon.stocts
Growth funds - Stocks with growth potential
Aggressive funds . . Aggressively growth-orieﬁted; more risky than

than growth fuyds -

Speculative funds - Speciaiized funds such asléil. real estate,
cattle, special situations, undervalued stocks,
venture capital situations

In general, mutual funds should be bought for the longer terd only; they‘are not
meant for trading. If used properly, mutual funds can be considered a good
financial option for the smaller investor. A A

ADVANTAGES FOR THE SMALL INVESTOR
- No technical knowledge or experience is necessary. The préﬁlems of "which
stock to buy," and '"when to buy or sell" are solved for you by a professional
rqsearch staff, :
. Modest sums of money will buy a diversified portfolio, thus spreading risk.
\ _ ,
: \ 4 \
DI&ADVANTAGBS\FOR THE SMALL INVESTOR
Somebody elip makes investment decisions for yoﬁ.
There is a mAhagement fee and/or a sales commission involved.

- - Mutual funds can be just as risky as stocks

Lgrge funds can lose flexibility,

. 4
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If you are considering investing in mutual funds, first determine if this kind

of investment is consistent with your financial goals and objectives. Remember:
Mutual funds and stocks are investnonts which always involve at least some risk of
loss of principal for investors.

/

PURCHASING MUTUAL FUND SHARES

Mutual funds can be purchased directly at a fixed amount, or on the basis of a
long-term sales plan. There are voluntary accumulation pldns and contractual plans.
In a voluntary accumulation plan you may buy as often as you wish and In amounts

of your choice. In contractual plans you sign a contract that you will invest a
specific amount of money over a peried of years. Contractual plans are not neces-
sarily considered a wise choice because the investor is locked into a plan for many
years. In the event that the plan must be discontihued, chances of profit can be
slim. A substantial portion of the investment pays for the commission during the
early months or years of the plan. —

L4
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NHAT THE SMALL INVESTOR NEEDS TO KNOW
' .

THE INVESTMENT CLUB WAY OF INVESTING .

An investment club is_a nemprofit organization formed voluntarily by a group of

d people, usually up to 15 in number. The club members put aside a small amount
of money every month, §15 or $20 per person. They purchase stocks which are
selected at monthly meetings. Mgny times one member of the club is selected to
serve as the reporter on general economic situations; another is chos#m to report
on special groups of stocks. - .

Investing money through an inyestment club is primarily an educational experience.

There is very little risk involved to the members. There is little profit to be ~

gained as well. Many investors consider investment clubs an excellent and enjoy-

able way of learning to invest money. :

For further information, write to the National Association for Investment Clubs,
- NAIC, P.0O. Box 220, Royal Oak, Michigan 48068.

oy

- . DOLLAR COST AVERAGING AND OTHER ACCUMULATION PLANS |

A system of buying securities whereby a given amount is invested in a given

security periodically. The investor invests a given amount each month with a

brokerage house (ordinarily a single stock is purchased). When the price of the °
security is high, fewer shares are purchased; when the price of the security is ‘ )
low, more shares are purchased with a given number of dollars. For instance;

if one were to put $60 per month in a particular stock, he or she can buy six

shares if the price is $10 per share, but only five shares if the price goes. up

to $12 per share. | .
- IR 2N

-« ‘ ° ‘ s
-Some brokerage houses offer such plans to investors. Write also to the National
Association for Investment Clubs (NAIC) regarding stock purchase plans for small
investors. o _ .
HOW TO CHOOSE A BROKER S | | o

_Brokers and other financial advisors must be chosen with great care. it is -

important to select a reputable brokerage house--a large or established insti-

tution, preferably with its own research department. The broker you choose should
- - "be experienced in investing. You should feel comfortable talking to him/her and

[ Y

find him/her sympathetic to your goals.

If you start an account with a brokerage house, do not accept the 'broker of the
Lo day.”" Instead, request a meeting with the manager, and explain your objectives,
. personal make-up, and financial situation. A broker should be assigned to you
o who will suit your personality and financial needs. ‘ ‘ N

~

“”i'\‘\\v_ o . - ;/‘Ulfil | .
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[ : 7 .
~ ’ .

You need to know that brokers are under specific and detailed obligations pre-

scribed by law, such as the rulee of the Securities and Exchange Commission (SeC),
state securities regulations and securities industry self-regulatory requirements,
governing their dealings with clients at all times. : .

-

Do NOT choose a broker who:

offers hot tips

promises to douhje your money in one or two years

comes from a small or unknown investment house, if you did not -
research the company. ‘ ‘

The wise. investor selects a broker who relies upon careful research, provided
either by the brokerage firm or a reputable research institution. The broker should
offer understanding, professionalism, and proper knowledge. '

It is often helpful to ask for a referral from someone you know very well, who
has been served satisfactorily. :

PROTECTION AND INFORMATION FOR INVESTORS : | ‘ ‘
An Office of Consumer Affairs has been established, under the Securities
Exchange Commission, to deal with problems of small investors.. If you have
complaints about matters pertaining to securities, contact the Office of
Consumer Affairs, Securities Exchange Commission, -500 North®Capital Street,
Washington, D.C. 20549. ‘ ‘

. The Shareholders Investors Protection Corporation. (SIPC) is a government agency
which insures investment accounts held with brokers for up to $100,000 in value
and up to $20,000 on any cash balance. Some brokerage houses have purchased"
additional private insurance .beyond thigbsoverggp. Check with your brokerage
house if this matter is of interest to you. _ \

National Association of Securities Dealers, Inc. (NASD), 1735 K. Street N.W.,
Washington, D.C., is a self-regulatory organization for broker-dealers throughout the
country (13 field offices). It handles customer complaints on an ongoing basis

and is empowered to take disciplinary action against its members.

Securities Industry Association, located at 20 Broad Street, New York, New York
10005, is the trade association for the securities industry. This corporation
also answers questions or helps mediate problems. '

Investment Company Institute, located at 1775 K Street, N.W., Washington, D.C.
20006, is a trade association for the mutual funds industry. It acts as a
. clearing house for information regarding mutual funds, and also answers questions
and mediates problemd. .

N
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- WHBRE TO GET ADVICE )
The search for reliable advice and information is a problel which tonfronts most
investors. The followins are sources of information for you to consider:

. A reputable brokerage house, bank, or other financial institution, insurance
company or agent. The professionat (broker, banker, insurance agent)will provide °*
you with information. It.is your job to take that information, examine it, and
make a decision based upon your personal circumstances and goals. A financial
specialist may be recommended to you by someone you trust. It is important that
you establish a good working relationship with this advisor. Once trust has
been established, do not switch constantly from one advisor to another in- the.
hope of higher profits

The library is a "source of much good information. You should research the
company which interests you. Examine its financial standing and future prospects
and read books on the subject. Newsletters, periodicals, and magazines are

also available at libraries for your use. :

Refer to the attached list, "Sources of Investment Information," for further.
reading

CONC LUSION
Fact sheets 26-29 have provided an overview of the various investment options
* available to-consumers. As a potential investor, you can continue your financial
education through research and by interviewing your broker, accountant, financial
.advisor, and other knowledgeable people. Putting monies into stocks, bonds, -
mutual funds, and real estate offers potential financial gain to those who invest
- prudently

Good luck! - \\
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SOURCES OF INVESTMENT INPORMATION*
1. NEWSPAPERS AND PERIODICALS

Barron's National Business, and Financial Woekly. Dow Jonos and Co., Inc.,
: 22 Cortlandt Street, New-York, N.Y. 10007_ Published weekly.

Commercial and Financial Chrqnicle William D. Dava, 2S'Park Place, New York,
/ N.Y. 10007. Published twice weekly.

Forbes Forbes; Inc., 60 Fifth Ave., NeJ(York N.Y.. 10001 L

Published twice monthly. N\z
The New York Times Financial Section, The New York Times Company, 229 West
43rd Street, New York, N.Y: 10036. Published daily.
The Wall Street Journal Dow, Jones arid Co., Inc., 22 Cortlandt St., New
: York, N.Y. 10007. Published Mofday through Friday
except holidays. “ »

The Wall Street Transcript Wall Street Transcript C%rsg;&tién, 54 Wall

Street, New York, N.Y. 10005. Published weekly.

2. SERVICES ,

Investment Company, 1978, Mutual Funds and Othex, Types

Weisenberger Services, 1 New York Plaza, New York, N.Y. 10004.
Published annually

+

'Moody s Investors Service, Ino., 99 Church Street New York, N.Y. 10007
Publications of particular interest to the individual investor include:

Moody's Handbook of Common !tocks ) ' | | .
Moody's Stock Survey | ‘ _
Moody's Bond Survey

Standard and Poor's Corporation, 345 Hudson Street, New York N.Y. 10014.
Publications Qf particular interest to the individual investor include:

The Outlook, publishod weekly . o
Stock Guide, published monthly _
Standard N.Y.S.E. Stock Reports

Over the Counter and Reglonal Exchange Reports '

The Value Line Investment Survey, Arnold Bernhard and Co., Inc.> .» The Value

Line Building, 5 East 44th Street, New York, N. W 10017. Published weekly.

3
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‘ QUIZ FOR UNIT V -- MAKING YOUR MONEY GROW
. . - Y
.Dear Friend, ‘ | A A : - K .

This quiz covers Fact Sheets 22 through 25 of Unit V -- Making Your Money

GI‘OW. ‘ \ ¥ ) "
After reading the fact sheets, you are ready'to complete the quiz. Feel free
to refer to your fact sheets whenever necessary. Please'!ﬁllow the qui:z
instructionsﬁ?nd return the quiz in the return envelope.*

" . ‘?“ oo’
Name &
Addtess :
o e .
R Zip .
Instructions: e
Thii‘qu@z contaihsjtwo.types of questions, true-false and multiple choice.
) ) s . \ \ t. '- ' . .
] ‘ * True-false: Circle "T'"" if the statement is true and "F" if the statement
‘ N is false. ‘ o . n
o . . N . 2 ; . @ P
: Multiple choice: “Select:the best possible answer and write the-cdrresponding
letter in the blank provided. ", ‘
1) T F A moderate savings plan geared téwards}plannink for financial security
L o ' in retirement years may require a personal and-£§¢11y adjustment in
. ~ present spending and life-style. ' S )
o I . .,, ’ e P ) "‘:'s
v 2) Reasons why people save include: .. €§%§
> a. ' emergency (medical, loss of job, etc.) '
b. vacation; leisure 0 ‘ s
- ¢. wedding of a child. - - . e
( 5 «
. d. downpayment for a home : .
o e. aand b g '
YL \ f.. all of the above
3T F, In general, the safer the principal. the higher the Tate of return.
¥ . . . S, o . ‘ o .
n 4) T F Credit unions are owned by theiy depositors and regular savihg i's

encouraged through the automatic payroll deduction plan.
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S) T F Once you buy a Certificete of. Deposit you can .usuelly withdraw noney

« at anytime, but doing so before maturity will result in a lowér -

earnings rate and the loss of some interest. '

6) This question is in reference to tho Monthly Grow Power, ‘Chart I, on
fact sheet #24, page 4. If one saves $20 per month for the college
education of a child who is presently 4 years of age, how much savings
could one expect to accunulate (not including taxes) when the child is
17 years old? - ‘

. '$ 247.01 . o :

a
b. $4974.16 - ,
c. $7207.29 v
d. $1375.56

7). T F Both Series E and Series H bonds are bought af a discount and pay a

: higher face value at maturity than at time of purchase. -
{ ’ '

8) Which of the following is not an example of a fixed dollar investment?
a. government savings bond | ’
. mutual funds »
c. certificate of deposit o

. d. savings account . . . .

9) T F Risk of loss of capital refers to the possibility that the consumer
: > might lose any of the investment he/she made. SRR

T

LN
\n .\

. " 10). T F Liquidity refers to the ease with which savings can be \dthdrewn und/or -
a . converted to cash .

\' \‘

" LIS

We would appreciate the following information to help ulJ inp‘rb;re ottr ‘betvice’ ,

, ‘ + Have® you used or. shared any of this information from, the fact sheets or .’ P
Lo o do yoy plan to do so?* ‘ > . SN
N . . . P o *.':‘

. Lo ) , . ,0 - . - - /- i
| . R . e Yes - . No ..
o . L. ¢ 4"!, . Q{) . K - T~ j N \‘7 o ‘» '\.‘ .
I : If yes, in what way? I ‘ SN S . w
e -; ‘. Lo - - . . s . - » - p . L o . ‘
. - ‘ o : T '-':.\. A | ° - ) N L T 0 \A

- *Applicable only ‘i f this unit has been @a&inistered throuxh 8. County Cogp rative ‘

| . . Extension office. If pot, pliase*conplete‘ the quiz and rétain for-your own =, . "

- benefit and reference IR SN . N
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. / Appendix %,

QUIZ KEY FOR UNIT I -. FINANCIAL PLANNING .

4

Which of the foliowing may influence your financlal decisions?

a. parents' attitudes ‘ d. your children's needs
b. your mood ‘ e. your decision to change j
¢. your spouse's goals ‘ f. all of the above

(taat sheet ¥1, pages 1, 2)‘ N . ’

‘ .

Before scttlng up a budget, you should understand family values, think

about your goals, examine your personal sltuatlon. and communicate with

other family members, if applicable. . . ) \“ .
(fact: sheet #1 pages 1, 2)

Une purpose of setting up a budget plan is to meet individual and/or

tamily goals and needs.

e
(tact sheet #2, page 6)
' | . .
Net i1ncome is ull the money that you earn before taxes and other dodugtlons
are subtracted. , : .
(fact sheet'#2, page 1)* o M o '

AN
Paying bills by check can be a helpful: toel for record-keeping purposes.

.
0

(fact sheet #2, page 2)

=

' L4 . 4 ' . .
One wiay to meet large irregulsr payments, such as car insurance, is to
break down the large sums into 5mall sums whlch can be set aside until
the payment 1s due. ' ‘

. . )

(fact sheet W2, page 1) . S : B ' o

. . 8
Rent or mortgage puyment is considered a<flexible expense.

(fact sheet #2, page 1) . . ‘
© . Liquid”’ assets are easily LOHVCFth 1nto vash w1th1n a* short porlod ‘
of time, ol A - " Yoo
- (fact sheet Qﬂ. page 1) v RS /A .
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“Quiz Key for Unit M -- Financial Planning

9)  __a_ -Finafncial net worth is:
4. total assets minus total liabilities
b, liquid assets minus other assets
¢. original price minus market value
d. liabilities minus liquid assets
. X
(tact sheet #3, page 2)
10) ~d It as possible to control your money rather than havinf’&our money
control you by:
a. taking financial inventory -
b. understanding individual and/or family values, goals, needs, and
- priorities
¢. developing a workable budget
d. all of the above
) . (tact sheet #2; page 0)
h 1 o
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‘ : QUIZ KEY FOR UNIT 1I -- COPING WITH CREDIT

~
A N

™~ \ L

T (:) The amount of credit you can safely take on depends only on the size
of your indome.

(tact sheet ¥, page 1)
2) @ FooIt 1s easy to over-buy when using credit cards.

(fact sheet #4, page 2)

x

3) <:) F Families who habitually buy on credit may add as much as 18% to the
cost of goods and services. , ’

» v

(tact sheet ¥4, page 3)
’

) T <:> When usangrinstallment c¢redit, «the customer, owns the goods as soon

as they are in his or her possossion;; 1\//1‘

(tact sheet ¥4, page 3) N ,
5) d The main reason for establishing a good credit rating is:
g e y .
. d.  all vour friends hil&_(‘ one . )
b.  to be able to open’a checking account ’
‘ ¢, employers like to see it before hiring you
‘ d. 1t will be casier to get a loan when you nced it most

(tact sheet 45, page 1)

-

0) T‘<:) A credit bureau is the same thing as a credit grantov,

“Ttact sheet #5, page 4) )
/ | PR ‘
. 7) b A consolidation loan is: //’ 4
. 14
. \\ 4. many smgll debts which you have to pay
\\'h. one large loan to gay off many smpall debts
) c . sdelow-interest loan . \ .
- ©d. a loan with a few large paypents ' - :
_ , . oW
) (~ (fact sheet #o, page 1)
8) T <:) When you use a credif\¢ounselling service, you can continue to use
any of_your credit cards.
(tact sheet #o, page 2). . t
-~ -

.
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Quiz Key ftor Unit Il -- Coping With Credit Page 2

s

9)(:> F- When you are using a credit counseling service, many
creditors will make adjustments if spoken to and convinced of your:
sincerity and willingness to pay.

(fact ‘sheet #b, pages 1, 2)

1) 'r(::>'rhv cheapest way to pay for a car is to finance it through the car
~ dealer.

(fact sheet #7, pages 1, 3)
1) (:) F' An acceloration clause in a loan contract means that the entire balance

may come due at once.
(fact sheet »7, page 2) \

12) 1'<:) ALl car loan contracts are the same, therefore you don't have to

anderstand what all the terms mean,

(fact sheeot 7, page 2)

N




QUIZ KEY FOR UNIT 111 -- PLANNING FOR PROTECRION: LIFE INSYRANCE

)
l)‘::) I Most insurance policyholders are either over- or underinsured.

r (fact sheot #9, page 1) ? ! "

\ .
Q) r (:) The proper insurance plan takes inta acvount only the policyholder's
income.

(fact sheet ¥9, page 1)

3) 1:<j) Your original |ife insurance p?Ligy'should take care of your family's ,
needs throughout your entire 1#fe.

(fact sheet ¥#9, page 2)

-t)<:j) Foolt is a good idea, but #ot easdy, to comparison shop for life insurance.

(fact sheet #9, page 3)
5) 'Y(ii)'rcrm insurance allows tor a,buildup ot cash value and some savings.
- L}

(fact sheet #10A, page 1)

0)(::) ' An endowment policy is also cgnsidered a savings plan with term
. x ’
nsurang

(fact she ¥108B, pago 3)

’ . * 3 .
(fact sheet #10C, page -N; -

8) ¢ Which type of insurance policy provideé maximum amount of progcttidn

tfor low Cost?

a.  endowment oo \
b. wyhole life , ' .

C. term
LN

(fact sheet #10A, page 1)

9) b A policyholdex  can horrow against which type of insurance policy? .
H t:,\m _
b. whole life :
¢. both

(fact sheet #10B, page 1)



Quiz Key for Unit ITI -- Planning for Protection:

10) ¢ Riders are:

a.
h.

C.

new policies
cash build-ups
additions to already existing policies

(tact sheet ¥12, page 1)

Moy

Life Insurance

Page

-



‘ QUIZ KEY FOR UNIT IV -- FINANCIAL ASPECTS OF HOUSING

-

1) C:) ' Property taxes and the interest portion of mortgage payments can be
deducted from taxable income. ’

)

(fact sheet #13, page 2)

‘2 a  Generally, monthly payments of principal, interest, and taxes should
' not exceed more than: \\
"

a.  one weekh's pay
b. two weeks' pay
¢. three weeks' pay

(fact sheet #14, page 1)

3) ¢ You may get a lower price if you house hunt in the:
d. sumner
b. tall {
¢. winter C :

~d. spring
(tact sheet #15, page 1)

' -‘H@ F- A purchase agreement includes all terms and conditions of the 'sale,
‘but does not give the buyer the title to the property. N

(fact sheet #15, page 1)

5) 1‘(1;> Earnest money is always returned if you change your mind about buying
“ the house.

(tact sheet #lS, page 2)
0) b "(Clouds" on property are:

a. disputes over property boundaries

b. restrictions on property, cither recorded or unrecorded
: ¢. defects in the house itself

d. closing costs \

(fact sheet #15, page 3)




-
/

Quiz Key for Unit IV -- Financial Aspects of Housing g Page 2

7) Match the following:
_
4 a, Deprecidtes faster than 1. Cooperative Apartment
single-family home

|29

p Mobile Home
(fact sheet 17, page 2) _
3. Multiple-Family House
I b. Shareholders share ownership -
‘ of entire complex 4. Corndominium Y

(fact sheet #17, page 1) 5. Single-Fgmily House

3 ¢. Sections of house are rented
out to help with mortgage
payments

(tact sheet #17, page 1)
4 d.  Share ownership ot land,
but cach unit is owned

separately

/’\
(fact sheet #17, page 2)




QUIZ KEY FOR UNIT V -- MAKING YOUR MONEY GROW

A moderate savings plan geared towards planning for financial security
in retirement years may require a personal and family adjustment in
present spending and life-style.

(tact sheet #22, page 1)
Reasons why people save include:

a. emergency (medical, loss of job, etc.)
b. vacation, leisure

¢. wedding of a child

d. downpayment for a home

. aand b

t. all of the above

(tact sheet #22, page 1)
In general, the safer the principal, the higher the rate of return.

(fact sheet #23, page 2) : !

. ‘ » | \ I3 ~ .
Credit Unions are owned by their depositors and regular saving
is encouraged through the automatic payroll deduction plan.

(fact sheet #24, page 1) v

Once you buy a Certificate of Deposit you can usually withdraw money
at anytime, but doing so before maturity will result in a lower
earnings rate and the loss of some interest.

(fact shect #24, page 6)

This question is in reference to the Monthly Grow Power, Chart I, on
fai? sheet #24, page 4. If one saves $20 per month for the college
eduCation of a child who is presently 4 ycars of age, how much savings
could one expect to accumulate (not including taxes) when the child is
|#Years old? '

a. $ 247.01

h. $4974. l() .
¢. $7207.29 JAN . P
d. $1375.56 *

(fact wheet #24,, page 4)

-
)



Quiz Key tor Unit V -- Making Your Money Grow Page 2

7) 1‘(:) Both Series E and Series H bonds are bought at a discount and pay a
higher tace value at maturity than at time of purchase.

(fact sheet #24, page 7)

8) b Which of the following is not an example of a fixed dollar investment?

' a. government savings bond

gual funds
I ficate of deposit
ings account

(fact sheet #24, page 7 M

9) (:) F Risk of loss of capital refers to the possibility that the consumer
might lose any of the investment he/she made.

(fact sheet #25, page 1) t

10)(:2> F Liquidity refers to the ease with which savxngs can be withdrawn and/or

. converted to cash, 4 ‘

(fact sheet #25, page 3).




Name

Date , |

Dear Friend, .

Recently you participated in a Home-Study Course, '"Your Money Matters."
To help with the evaluation of this course, plcase complete this questionnaire
and return it in the envelope provided. Your cooperation in returning the

LS

completed questionnaire immediately will be appreciated.

Sincerely,

EVALUATION QUESTIONNAIRE

‘ L. Check the units you studied:
1. Financtal Planning 4, Financial Aspects of
- Buying a House
<. Coping With Credit
5. Making Your Money Grow
® 3 Planning for Protection:

Life Insurance
2. What did you learn? (Use back of sheet if you need more room.)

{ ' .
3. Has the course led you to take any action regarding your YES NO
financial planning or money management? (Circle one)

4.0 It ves, what action did you take?

5. Do you plan to take any action in the future aév;'result - YES NO
of this course? (Circle one)

o

If yes, what action do you plan to take in the future?

.t

lyy | .




~d

10,

1.

Have you shared or used any of the information gained from YES NO
this course with others?  (Circle one)

- N . . : L3 '
It yes, indicate in what way you have shared or used the . Jew.
information. NI
, <
l. with family 3. used in work
2. . with friends 4.  other (please explain)
State what was most useful to you in the course.

i
State what was least usetul to you in the course.
v

Were the materials casy to understand?  (Check one)
a.  Very casy ¢.  Just right e. _bifficult

h. Lasy d.Slightly difficult

Other comments:



the fallowing information: o
AGE GROUP - EMPLOYMENT .
) a.  under 24 a. full-time C .
_ b, 25-44 b.  part-time (under 20 hours per week)
C. . 45-04 ¢ . rétired ' =
. v - "
d.  over pS d. unemployed
: S ~ .o . .
' C. other .
. ( -
'_ Total number of family momhorsffh your household .
) , (’/ ‘q N ) -
INCOME, ’ EDUCATION .- o
: \ ‘ .
a.  under $3,999 . . a. nonhigh gchoal graduate ‘1
‘ » -t ) .
b.o 4,000 - 9,999 ~b. . high school graduate ' .
. N 10,000 - 14,999 ‘;‘ w €. high.school and trainihg
. ' * . . or some college " b
d. 15,000 - 19,999 ‘ | S '
. - d. ' college graduate 4
e.  over $20,000 L .
‘ e.  other
' . SEX RESIDENCE <
SR 4 v .
o « . . . “h—-\-—‘ . - .
a0 malq . . . City, town, etc. - - . ' -
b. ~ female ) " County - . ,
o »ﬂw L - ; , "
R ' : Urban ‘Rural .
. " All information is confidential and w1l not ‘be released except in some -

v . > . "
5
. . . ‘
{

To help us interpret your feedback in a me

4c

% .

aningful way, please provide us with

tabulated form for. educational ‘evaluation
‘ . “ 5 ! .

.
0 - .

5,
« 7/

purposes.

Thank, you!
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A Denise Matejit 1s Associate Sflecialist in Family Resource Management, De-
, . partment of Home t conomics; Cook College, Rutgers Univérsity. She has aMas- , )
“r é ter's degree trom the School of Business Administration in Vienna, Austna, an}fyid S
¢ © post-graduate work at the Institute of Finan'cg, New York, the Amencan Institute of Ty . :
Banking. ahd the New Jersay Prolessional School of Business -
- T T TR S WA = |
- ' .. Asatamily resourte management specialisk, she provides assistance te Extan- / . -y
sion taculty and other professionls in developyng. implementing! and evaluating .
\ . educational programs in fanly tinancidl-mana jement and consumer stonomics . . . v
’o. Sher has wntten extensively for the Cooperative Extension Service, Cook College, . v -~ -
. Viﬁ : Rutgers University, and co-authored Persenal Money Management, Guidejines for : g
. . /,__, - Teaching l.lSOd nagonally and other publications used regionally. ™ L .

- r

\ op N . o
She has been a guest lecturer at Rutgers University's Douglass and University " g .
Colleges Fapleigh Dickinson=Univeérsity, and many New Jersey community col-— ' ' )
- gdeges She has also hosted two television senes in consumer education” M Y\‘ ' .
Matepc has been a ttequent speaker at serﬁtnars and workshops for professional o
and commanity.groups on a county, stje, and natonal level She has also pro- - . . "
< T~ vided training tor employees of severaldndustnal corporations

.

) Al ; ©_'Mrs Matejcis a member of the New ‘Jersey Bell Consumer Advisory Panel, the .
New Jersey Ford Consumey Appeals Board, and a director of the New Jersey .
Consumers League She sdrves as a member of the American Courtcil of Life . v
Insurance Advisory committée, and has been consultant tor the New Yorﬂ Stock ¢
. E xchange. Mousghold Finande Corgoration; Gulf Oil Cansumer Affairs office, and
! New Jersey Bepartment of Education® Centgy for Consumer Education Servces . ) .
‘o " L Shes a mem@sr of the Noytheast Ex%siOn Publication Committee on 7D
" - Management/@afsumer Educalori She is a member of the Amencan and New T
J SV Jersey Home Ecol\gmtcs Associgtion, New York Regigital Colincl for Industry- -
. & . Education, Corporafion. Amencary Council of €onsurvg\waests,_and women's+ , *
L . " Studies Insttute,of Rutgers University. She has been listBl in the 1979 editién of ’ :
RS Who's Who.in Fu’nance_and Industry. . ' S -
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Co 1 MEI:‘TRS OF THE ADVISORY COMMITTEE TNQ THE PRQJECT - B \ ,
- . . meo FAMILIES ADJUST TO.ECQNOMME" . Voo
- - . [} ' . - . V . . . ‘ \ L) ] 4 e
4 ) ¢ Vincent A ADbatiello: Photo Communications Coordinator, Ruloew Univergity, “Cook College. '
- . ' Coopouuvo Extension So{vlce New BrunawlcY New Jersey o . ) \
thhud Benedict. Secretary. Now Jerdey Bagkess Apooomlon ‘Princeton, mw Jorsby . -
. Jﬂwph Bonlr\cau Smut)omces Manager, United. Wav of Tristate, fow York, New York y A '
. . John M. Farrcn Senior Vice Proaadbn'\ Communlly Atlfairs, Beneliclai Mongnge Covp Morria-
/. . . towen, NQwJoraQy ' » >
N # Thomas M Folay, Vice Presldeng of Mukmmg Cartersy - S@vlnga and Loan Association,
\ » . {Newark, New Jersey :
ot ot o ~ o Mary Lou Hamin, Manager, Qenler tor Conaume: tducallon Services, New Jersey Job Corpa
, ¢ ~ Centar. Edison, New Jersey , \
. T , * Hev Jo*@pywnrd First Bapligt (,nurch New Brunswlck New Jqﬂsoy / -
) S Edward J' Ledlord, Executive Director, Betler Busmeas Bureau of Cenlral New Jemey
(,ranburv New Jevaey - . .~
Peter F Marteny, County".H Agent, Middiesex Counly Extension Service, Cook Collego . v
) Rutgers University, New. Brunswick, New Jersey s . . fa
Frank’ MgHugh, iDhedlov ol Special Service Project, Securlfles tadustry Association, 4
L' ; ' (,ommn(oq on Ecc\nomlc Sducatlon New York, New York ' ‘ -

) Hamson W. Moore, J( ‘Acting Regional Manager, 'US. Chamber of Commo&qo New York, . : 4
L "~ New York [} ’ - ‘ L !
. K, T ) Saivatore Sangiorgl, Asmciate Regionat Dlreclor Foderal Trade Commlsalon New York, ‘ |

' .. NewYork - . e,
. Mary Schenck, Branch Manager, MIdeesex County Economlca Opportunity Corporation, y(ow - »
Brunswick, New Jersey \
. o
b . George Ejgcharp! Vice President, Amboy-Madison National Barﬁ Parlin; Ne@ Jorsey . -
. . Dr Sidoewd Simon, Protesaor, Economics Department, Rulgers College, Rutgers Unlversl\y ) )
t w New Brunswick, New Jersey ’ . . R
i Edward H. Spencer. District Su;t,Man}o Consumev‘hnlrs. New Jersey Beli Tolophone," .
< Coe Newark, New Jersey . N -t .
e MHton H. Cowan, Seu/({n County Agonl Mlddloaex County Exlendion ‘Service, Cook, Colloge )
* Rutgers UnnversNy'New Bryunswick, New Jersey N LY
< . Clark Sprattord, AFL-CIO Community Services Direatqr, New Brunswﬁ Now Jersey
Vernon N. Stpwart, Coordlnalor ‘bt Communnv Servlces Title | Office, New Brunswick, New C . . :
. . Jersey . N S oL ed ¢
N : Sharon Szabo, Consumer Analyg Dlvlslon’& Consumer Serviceg, Now Jersey Insurance ’
Department, Trenton, New.Jersey ‘> s oy 2
‘s R - :
" Harvey |. Trabb, Stalf Writer, Rdigers News Service, Rutgers Unlversny. New Brunswick,.New . ‘, ‘
Jarsey . . y » AN
» Viola Van Jones, Director, Womens Center, Douglass G'Bllege Rulgers University, New "
i Brunswick, New Joraey v ! "
. . " Joe| Wiener, (;bordnilor of Financial Project Dept., Urban Leggue of Greater- New’ BrunsMck "
' ~ New Bruniwick, New Jorsey . - . _
.o Alian A, Welsberg. Manager of O«ganjzauonal’Planning, Surglkos - (thnaon & Johnson), New? , ) i .
, ) ) Brunswlck New'ersey . < 4 -
o \ Renee Zlmrln Advisor, New York Reglonal Council, 1or lndqslry Educalltin Ct)operallon West B
N Orange. New Jersay /‘ ( - _ . , | S
: . LY - @ - - .. . f )
', . . Dr. JOMA. Gerwig, Dean, Cooperative Exlwn Service’ and Associate Dean, Cook College, £
a~ : kk/ Rutgers University, New Brunswick, New J gy’ N . *
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